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Executive Summary

UK woodland area stands at 2.80 million hectares, 11.5 per cent of land area. Forest areais risng gradualy, primarily
asaresault of grant-aided conversion of agricultura land to woodland. UK timber growing stock amounts to 353
million cubic meters (m3), comprising 236 million m3 of coniferous species and 117 million m3 broadleaved species
Growing stock volume isincreasing over time as annud increment is currently around twice the volume harvested. Log
harvestsin the UK have increased three-fold over the last 30 years, risng from 3.69 million m3 in 1970 to 10.71 million
m3 in 2001. Thisrising trend should continue with production forecast to increase to 16.48 million m3 by 2017. The
present expangion in production is entirely focused on softwoods. The primary market focus for the UK’ s expanding
log harvests is the sawn lumber sector, with the volume of saw logs doubling over the next 20 years. The UK industry
hopes to amost double its market share for domestic sawn lumber from current levels of about 25 per cent to over 40
per cent. Asthe fencing and pallet markets are dready well supplied, the industry is concentrating on increased sharein
the construction sector, from around 10 per cent now to 30 per cent by 2025.

The pace of investment in the UK panels sector dowed considerably during 2000 and 2001 as the market reached
saturation point. Domestic capacity is now sufficient to meet existing UK market demand for MDF,
particleboard/chipboard and OSB. During 2002, the most significant new investments in the UK wood processing
indugtry were in timber frame and | joist manufacturing.

UK softwood sawn lumber imports reached 7,470,000 m3 in 2001, down from 7,640,000 m3 in 2000. Although
overal softwood consumption rose dightly during 2001 compared to the previous year, this was offset by the increase
in domestic softwood lumber production. Temperate hardwood sawn lumber imports should remain gatic a around
270,000 m3 during 2002. The U.S. is il the leading supplier of temperate hardwoods to the UK, but there are clear
sgns of increased competition from European hardwoods. Tropica hardwood imports during 2002 are expected to
reach around 200,000 m3, adight recovery from the very low levels of 2001.

Hardwood plywood importsinto the UK are forecast to fal from 811,000 m3in 2001, to around 600,000 m3in
2002. Softwood plywood imports may fal from 618,000 m3 in 2001 to around 575,000 m3 in 2002. In part, declining
plywood imports reflect an inventory correction as the large volumes imported during 2001 came at atime of relatively
low consumption in the UK. Imports of American plywood were at very low levels during 2002. Prospects look better
during 2003 as dlliotti prices were firming at the end of 2002 and as thereis now more concern for product quality in
the UK.

Tota UK congtruction output is expected to rise by 9 per cent during 2002, boosted by strong private sector house
building and retail congtruction and by an increase in public sector spending. Growth in overdl output is forecast to
dow dightly to 7 per cent in 2003 as demand from the private sector weskens. Timber’ s progpects are improving in the
congtruction sector, boosted by increased environmenta concern and the UK government’ s international commitment
to reductions in greenhouse gas emissions. Mgor changes are underway in the type of wood products favored in the
congtruction sector. Structura softwood islosing market share to engineered wood products such as I-beams. This
trend reflects the stability of engineered wood products, together with shortages of on-site labor skilled in the use of
solid lumber. American suppliers have invested heavily over the last two years to expand markets for I-joistsin the UK,
but there is growing competitive pressure from domestic manufacturers. A mgor opportunity to expand markets for
American wood products lies in the recent reviva of interest in wood products within the architecturd profession.
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The vaue of UK furniture production has been declining over recent years, from a pesk of around US$7.58 million in
1999 to US$ 6.69 million during 2001. Declining production has resulted from afdl in overseas sdesand abig risein
imports. These trends have been fueed by the rapid development of manufacturing facilities in Eastern Europe and the
Far East. The American Hardwood Export Council’s (AHEC) marketing strategy in the UK has been adjusted to
reduce emphasis on the furniture sector —which is seen as volatile —in favor of the congtruction and joinery sectors
where there are better prospects for long term growth.

There has been a congderable renewd of interest in forest certification in the UK — thistime from the public sector. In
the second half of 2002, the UK government published a draft new timber procurement strategy caling for independent
certification of wood products supplied to this sector.

Exchange Rates:

Please note that the exchange rates used throughout this report are as follows:
£1=$1.60
$1 =1.03 Euro
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Strategic Indicators

CONSTRUCTION MARKET

Country: Previous Current Following
Report Y ear: Cdendar Year | Cdendar Year | Cadendar Year
Totd Housing Starts (thousand units) 193 200 205
--of which, wood frame (thousand units) 19 22 23
--of which, sted, masonry, other materids (thousand units) 174 178 182
--of totdl starts, resdentia (thousand units) 193 200 205
----of resdentid, sngle family (thousand units) jna jna na

———of residential, multi-family (thousand units) [ra [ra na

--of total starts, commercid (thousand units) [ra [ra na

Totd Vaue of Commercia Congtruction Market (3US mil) 22,065 23,114 24,100
Totd Vdue of Repair and Remodeling Market (US million) 43,743 45,496 47,000
FURNITURE & INTERIORS MARKET

Country: Previous Current Following
Report Y ear: Cdendar Year | Cdendar Year | Cadendar Year
Tota Housing Starts (number of units) 193 200 205
Total Number of Households) 21,000 21,150 21,300
Furniture Production ($US million) 6,685 6,500 6,400
Totd Furniture Imports (SUS million) 3,377 3,700 4,000
Totd Furniture Exports ($US million) 1,075 1,000 950
Interiors Market Size ($US million) jna jna na

MATERIAL HANDLING MARKET

Country: Previous Current Following
Report Y ear: Calendar Year | Cdendar Year | Cadendar Year
Totd Vaue of Indudtrid Output (3US million) jna jna na

New Pdlet Production (million units) [ra [a na

FOREST AREA

Country: Previous Current Following
Report Y ear: Cdendar Year | Caendar Year | Caendar Year
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Totd Land Area (million hectares) 24 24 24
Totd Forest Area (million hectares) 2,790 2,800 2,810
--of which, Commercial (‘000 hectares) 2,790 2,800 2,810
----of commercid, tropical hardwood ('000 hectares) 0 0 0
----of commercia, temperate hardwood ('000 hectares) 1,130 1,140 1,150
----of commercial, softwood (‘000 hectares) 1,660 1,660 1,660
Forest Type
--of which, virgin ('000 hectares) 0 0 0
--of which, plantation ('000 hectares) 2,370 2,380 2,390
--of which, other commercia (regrowth) (‘000 hectares) 420 420 420
Totd Volume of Standing Timber (thousand cubic meters) 353 353 353
--of which, Commercia Timber (‘000 cum) 320 320 320
Annua Timber Removd (‘000 cum) 1/ 10,300 10,300 10,300
Annud Timber Growth Rate ('000 cum) 21,200 21,200 21,200
Annud Allowable Cut (‘000 cum) jna jna na

1/ If Removals exceeds growth rate, andyze impact in text.
WOOD PRODUCTS SUBSIDIES
Country: Previous Current Following
Y ear of Report Cadendar Year | Cdendar Year | Cadendar Year
Tota Solid Wood Export Subsidy Outlay ($US million) [None [None [None
Is there a ban on the export of logs, lumber, or veneer? 1/ |No |No |No
Are there export taxes (yes/no)? 2/ |No |No |No
Tota Wood Production Subsidy ($US million) |None |None [None
Scope (thousands of hectares) |na |na na
Are there other wood products export expansion activities? |[No No [No
v
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1. UK Domestic Production
1.1 UK Forests

Structure

According to the Forestry Commission the total area of woodland throughout the United Kingdom now stands at 2.80
million hectares, 11.5 per cent of land area. Forest areaisrisng gradualy, primarily as aresult of grant-aided converson
of agricultura land to woodland.

Intheory al forestsmay beregarded as"productive" asthereare noforest areaswherefdling islegdly prohibited or entirely
ruled out for technical or environmenta reasons. In practice, a Sgnificant area is either under some form of statutory
protection severely redtricting timber harvesting, is unmanaged, or is managed chiefly for amenity or recregtion. A recent
Forestry Commission survey suggests that timber production is a management objective for around 17 per cent of forest
land areain Greet Britain (i.e. excluding Northern Ireland).

Table 1. Area of woodland and proportion of total area covered by woodland in the UK Thousands of
hectares

lu [England Sootland Wales IN. Irland
Y ear Area %0 Area 00 Area 00 Area %0 Area %0
1905 1140 4.7 681 5.2 351 4.5 88 4.2 20 1.5
1924 1212 5 660 51 435 5.6 103 514 <1
1947 1420 5.8 755 5.8 513 6.6 128 6.2 24 1.8
1965 1784 7.3 886 6.8 656 8.4 201 9.7 42 3.1
1980 2175 9 948 7.3 920 11.8 241 116 67 4.9
1995 2751 11.3 1097 8.4 1282 16.4 287 138 81 6
2000 2793 115 1103 8.5 1318] 16.9 289 139 83 6.1
2001 2790] 115 1100 8.4 1317] 16.9 289 139 83 6.1
2002 2800 115 1104 8.5 1324] 16.9 288] 139 84 6.2
Totd land 24291 100 13042 100 7813 100 2078 100 1358| 100
area

Forest area in the UK has risen from around 4.7 per cent of land area in 1905 following implementation of a nationd
programto expand domestic wood production after thefirst world war (Table 1). Asaresult plantationsdominatethe UK’ s
productive forest resources. Over haf of Britain's forest area has been established since 1945, and 20 per cent has been
establishedinthelast 20 years. Until recently, most plantationswere established with non-native conifer species, particularly
Sitka spruce, which are generaly more productive and well adapted to UK soils and climate.

As government policy has switched from an emphasis on wood production to broader issues associated with sustainable
forest management, the rate of plantation establishment in the UK has declined. Plantation establishment reached a pesk
inthe mid 1980s, when it reached nearly 30,000 hectares ayear, but then declined during the 1990s. The change reflects
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the remova of tax concessions for new plantation forestry in 1988, together with the introduction of restrictions on the
establishment of non-native conifer plantations for environmenta reasons.

New planting in the UK is now supported through direct grant schemes which, for environmental reasons, favor broad-
leaved trees. In the financia year ending March 2002, £32.8 million (US$52.5m) of government funding was provided to
private ownersunder the Woodland Grant Scheme. Woodland Grant financing was applied to 27,500 hectaresand 16,900
hectares respectively of broad-leaved and coniferous woodland during the year. The Woodland Grant Scheme supports
various activities including new planting, managed naturd regeneration, and restocking of existing woodland.

UK and European government policy has aso favored the conversion of agricultural land to woodland. In addition to the
Woodland Grant Scheme, government support for the creation of new farm woodlandsis made avail able through the Farm
Woodland Premium Scheme. From a small base, the area of farm woodlands in the UK has dmost doubled over the last
20 years, rising from 273,500 hectares to 514,000 hectares.

Table 2: Area of woodland by ownership and forest typein the UK, asat 31 March 2002
Thousands of hectares

Conifers Broadicaves [Tota
State owned 765 90 855
Private woodland 892 1053 1945
Tota 1658 1143 2800

Table 3: Area of woodland by main tree speciesin Great Britain
From national woodland inventory 1995-1999 - thousands of hectares

Species GBTotd |Engand  [Socofland  |wales

Scots pine 227 82 140 5
Corsican pine 47 41 2 3
Lodgepole pine 135 7 122 6
Sitka spruce 692 80 528 84
Norway spruce 79 32 35 11
European larch 23 14 9 1
Jap/Hybrid larch 111 33 56 22
Douglas fir 45 24 10 11
Other conifer 30 19 5 6
Mixed conifer 18 9 8 0
Totd conifers 1406 340 916 149
Oak 223 159 21 43
Beech 83 64 10 9
Sycamore 67 49 11 7

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Ash 129 105 5 19
Birch 160 70 78 13
Poplar 12 11 0 1
Swest chestnut 12 12 0 1
Bm 5 4 1 0
Other broadleaves 120 84 18 18
Mixed 160 91 62 8
broadleaves

Tota broadleaves 971 648 206 118
Totd - dl species 2377 088 1123 266

1.66 million hectares of UK forest area comprises conifers (59 per cent) and 1.14 million hectares hardwoods (41 per
cent) (Table 2). Species datais available only for Great Britain (Table 3) and reved's the importance of Sitka pruce
amongst conifers, and of oak amongst hardwoods.

Thetota growing stock of UK forests amounts to 353 million m3 made up of 236 million m3 of coniferous species and
117 million m3 broad-leaved species. Net annud increment (NAI) in timber volume amounts to around 21.2 million
cubic meters, of which 79 per cent is accounted for by conifers. On average conifers are growing by 7 per cent ayear
and broadleaves by 4 per cent ayear. Growing stock volume is increasing over time as annua increment is currently
around twice the volume harvested.

Ownership
In March 2002, 855,000 hectares of UK woodland (31 per cent) were in state ownership and 1,945,000 hectares (69

per cent) in private ownership (Table 2). 794,000 hectares of state forests were managed by the state Forest
Enterprise in Great Britain and 61,000 hectares by the Forest Service of Northern Irdland. Average holding size of
Forest Enterprise forests amounts to 1,659 hectares.

Non industrial owners dominate the private sector. There are around 106,000 private forest ownersin the UK, and the
average holding size in the private sector is only 13 hectares. Only 41,000 hectares of UK forests are owned by private
industrid timber interests. Other private businesses, notably pension funds, own around 300,000 hectares.

Asthereisalarger percentage of post-war plantations in the State sector, Sate forests have been more productive over
the lagt 30 years (Table 4). However the baance is now changing as more privately owned forests come into
production, and as government policy directs that the bulk of new planting should be undertaken by the private sector
(Table5).

Regulation
UK foredtry is heavily regulated. With only afew specific exceptions, trees cannot be felled on either public or private

land without prior government approva under a management plan or felling licence issued by the Forestry Commission.
During 1999, the UK forest authorities published an extensive set of regulatory forestry standards, which are mandatory
for most forest operations, designed to ensure forest devel opment in accordance with the Pan-European (formerly
“Helsnki”) Criteriafor sustainability.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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United Kingdom Woodland Assurance Standard

The United Kingdom’ sWoodland Assurance (UKWA) Standard, launched in June 1999, was devel oped foll owing broad-
based consultation of the UK forestry sector with government authorities, environmentalists and the Forest Stewardship
Council (FSC). The UKWA Standard is a voluntary forest certification standard designed to be compatible with both the
FSC Principles of Good Forest Management and the UK Government’ sregulatory standard. The UKWA Standard was
recognized by the FSC as compatible with their Principlesin November 1999.

Between 1999 and 2001, al 855,000 hectares of Forest Enterprise and Northern Ireland Forest Service woodlands
underwent certification to the UKWA standard. Certification was carried out by SGS, an FSC accredited certifier, and
wood produced from these woodlands is now being marketed under an FSC label. A number of sawmilling and wood-
processing companies have achieved or are going through the process of FSC certification for Chain of Custody.

The certification of non-industrial forest ownersis proceeding more dowly. The stakeholder organizations represented in
the UKWA Standard are now working together to improve the participation of smal woodlands in certification by
development of amore appropriate verson of the Standard, and consideration of smplified certification procedures.

Non-industrid forest owners have a so been leading the development of another framework for certificationinthe UK The
UK Certification Schemefor Sustainable Forest M anagement, which usesthe UKWA Standard and independent certifiers
accredited by the United Kingdom Accreditation Service, is digned with the Pan European Forest Certification Council
(PEFC) scheme. However by December 2002, no PEFC certificates had yet been issued in the UK

The totd area of woodland now under certification is gpproximately 40 per cent of al types of woodland yielding
approximately 60 per cent of the annua volume harvested. The Worldwide Fund for Nature (WWF) claim that certification
could bring around six million m3 of FSC-labeled timber productsinto the UK marketplace.

1.2 UK Solid Wood Situation

Indudtria log harvest

As plantations established in the second haf of the twentieth century have matured, log harvestsin the UK have increased
nearly three-fold over thelast 30 years (Table4), risng from 3.69 million m3 (overbark standing) in 1970 to 10.71 million
m3in 2001. Thisrising trend should continuefor the next 20 years (Table 5), with production forecast to increase to 16.48
million m3 by 2017. After that, production is forecast to fal again to around today’ s levels by 2045.

The present expansion in production is entirely focused on softwoods, much of it of reaively smal diameter and mostly
of low density and non durablein keeping with the rdatively rapid rate of growth. However, much effort isbeing expended
by the domestic sector to raise the quality of British-grown softwoods - for example through improved silviculturd, drying
and treatment techniques. UK softwoods can now be applied to nearly al construction applications, with the exception of
trusses.

Hardwood production, which now accounts for less than 10 per cent of total UK production, hasfalen dramaticaly over
the last 30 years, and isforecast to remain fairly static a below 1 million m3 over the next 20 years. The annua hardwood
harvest iswell below increment — probably lessthan 50 per cent. However, prospectsfor sgnificantly increasing hardwood
production are very low due to fragmentation of ownership, lack of active management, and increasing environmental
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controls. With some notable exceptions, hardwood timber qudity is generdly poor. The financid yield of broad-leaved
cropsislow, even by comparison with conifers (see below) and therefore planting is not favored by the commercia sector.

Table4 : Great Britain and Northern Ireland Wood Production 1970 to 2000
000 m3 overbark standing

IcB softwood GB Northern  |UK Total
[Hardwood  |Irdand

|Forestry |Private Total

Commisson |[Woodland  |Softwood
1970 1490 900 2390 1300}.. 3690
1980 2410 980 3390 1300 100 4790
1990 3460 2200 5660 1120 210 6960
1994 4320 3030 7350 950 250 8540
1995 4130 3310 7440 990 250 8690
1996 4290 3220 7510 880 250 8650
1997 4570 3600 8170 910 260 9340
1998 4830 3250 8070 800 290 9160
1999 5440 3210 8660 760 320 9740
2000 5530 3780 9310 740 380 10430
2001 5140 4460 9600 710 400 10710

Table5: Great Britain Wood Production Forecast 2002 to 2021
Annual averagein the five years, 000 m3 overbark standing

Softwood [Hardwood  [Total (GB
only)

|Forestry |Private Tota

Commisson |[Woodland  [Softwood
2002-2006 5130 5750 10870 1000 11870
2007-2011 5980 7080 13060 1000 14060
2012-2016 6240 8200 14450 1000 15450
2017-2021 6850 8630 15480 1000 16480
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Log prices and financid returns from forestry

The Forestry Commission collects information on the prices of conifers sold standing to produce a Coniferous Standing
SdesPricelndex (CSSP!) every 6 months. Thereislittle other information on wood prices before primary processing and
no price index is available for broadleaves. This data shows that there has been a very sharp drop in domestic coniferous
logprices over the last 7 years. Congtant average prices (caculated to dlow for the influence of inflation usng 1996 asthe
base year) reached a 10 year high in 1995 at £18.00 (US$ 28.80) per m3 overbark standing, but then declined
progressively to only £7.40 (US$ 11.84) in 2000. Fdling prices reflect rising availability from domestic forests and
increased competition from chegp overseas suppliers, notably the Batic States.

Faling log prices have contributed to a big fal in the financid returns from forestry investment in the UK Edimatesof the
overd| return from commercid Sitkaspruce plantations are produced annually in the Investment Property Databank (1PD)
UK Forestry Index, which isca culated from asample of private sector plantationsin mainland Britain. Returnsto theforest
owner are made up of saes of timber (standing or felled), sdes of other goods and services, increases in the value of the
woodland (from annua increment or market factors), and the net income from subsidies (e.g. planting grants) less taxes.
The owner’ s costs are made up of employment costs and other purchases. According to the IPD Index, annualized returns
fdl from ahigh of plus9.9 per cent in the period 1993 to 1995, to alow of minus 5.4 per cent in the period 1998 to 2001.
Therefore, at current prices, the management of Sitka spruce plantations in the UK is no longer profitable. Other factors
whichhave contributed to low levels of prafitability in the sector include rising costs of conformance with environmenta and
safety standards, rising labor and transport costs, and changesin tax laws.

UK sawmilling sector

The primary market focus for the UK’ s expanding log harvestsis expected to be the sawn lumber sector, with the volume
of sawn logs doubling over the next 20 years. The UK industry hopesto double its market share of domestic sawn lumber
from current levels of about 25 per cent. As the fencing and pallet markets are dready well supplied, the industry is
concentrating on increased sharein the construction timber category, from around 10 per cent now to 30 per cent by 2025.

While long term wood supply prospects for UK saw-millers are good, short term market conditions have not been
favorable. Lumber prices havefdlen dongsideindustria log prices so that margins have continued to be tight. Competition
from imports has been intensfying, a trend which has been compounded by the relative strength of sterling oninternationa
financid markets.

During this difficult period there has been consderable investment by the softwood industry in order to improve product
value and compstitiveness - asign of confidence in the longer term. UK businesses are actively developing relationships
with downstream markets, notably the congtruction sector, in order to improve levels of service. UK sawmillers are al'so
seeking to exploit their ability to respond dmost immediately to orders for closely specified components and dimension
stock for timber fabricators. Over recent years, there have been asignificant number of permanent sawmill closuresamong
lesswell placed companies. But these have been compensated by the ahility of othersto increase throughput.

The Forestry Commission’ smost recent survey of UK sawmiills estimatesthat in 2001 there were 260 sawmills processing
Britishtimber, down from 297 millsin 2000. In 2001, 161 millsproduced at least 1,000 m3 sawn lumber compared to 178
millsthe previousyear. Of those 161 mills, 120 processed softwood only, 11 hardwood only, and 30 both hardwood and
softwood. Of the 99 smaller mills, 45 processed softwood only, 12 hardwood only, and 42 both hardwood and softwood.
Of the mills covered by the survey, it is estimated that 21 used imported round timber in 2001, totaling 14,200 m3
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(underbark) softwood and 13,400 m3 (ub) hardwood.

Domedtic Softwood

Congdering the short term market position, the Forestry Commission’s sawmill survey for 2001 shows that the volume of
softwood logs sawn was 3.89 million m3 underbark, producing 2.15 million m3 of sawn lumber, both figures 2 per cent
higher than the level in 2000. UK softwood sawn lumber productionisnow 12 per cent higher thanin 1994. About 50 per
cent of dl the softwood is sawn in the UK’ s 13 largest mills producing more than 50,000 cubic meters sawn lumber. The
equivaent figure in 1998 was only 40 per cent, an indication of increased concentration in the sector.

The 2001 sawmill survey provided no new data on species consumption or markets for UK softwood sawn lumber.
However surveys carried out between 1998 and 2000 suggested little change in species consumption by mills producing
over 5000 m3. The species reported were spruce 67 per cent, pine 18 per cent and other conifers 15 per cent. Softwood
production broken down by market classification showed that between 34 per cent went to congtruction (including
agricultura buildings); 32 per cent went to fencing; 31 per cent went to packaging and pallets;, and 3 per cent went to all
other markets.

Market conditionswithin the UK sawn softwood sector during 2002 have varied widdly by product. Demand from the UK
construction sector was reasonably buoyant during the first three quarters of 2002. However, prices have been generdly
very low, pushed down by competitive pressure from overseas suppliers, notably in the Nordic and Baltic countries. The
profitability of UK mills has dso come under pressure from continuing poor demand for sawmill co-products, due to low
levels of consumption of UK panels and the increased use of recycled fibre.

Within the garden products sector, there was the usual seasona upturn through the spring and summer months. Also, after
avery dow year in 2001, due largely to the Foot and Mouth Crisis, UK fencing marketswere buoyant in the early part of
2002, probably due to work deferred the previous year.

Domestic Hardwood

In contrast to UK softwood lumber production, UK hardwood lumber production continues to decline. The Forestry
Commission’ ssawmill survey for 2001 showsthat the volume of hardwood logs sawnwas 167,000 m3 underbark and total
hardwood lumber production was 93,000 m3, down 2 per cent and 8 per cent respectively on thelow levelsrecorded the
previous year. Further declinesin production were recorded in 2002.

Forestry Commission surveys of hardwood sawmills that produce over 5000 m3 carried out between 1998 and 2001
provide anindication of domestic hardwood lumber production by speciesand consumption by end use sector. Thesurveys
suggest that around 37 per cent of production comprises oak, 24 per cent comprises beech, 14 per cent comprises ash
and 10 per cent comprises sycamore. The main markets are sawn mining timber, furniture and construction. The mining and
furnituremarkets (notably lower quality wood for uphol stered furniture) aretending to decline whilethe construction market
IS on an upwards trend.

Despite faling production, the limited volume of quaity hardwood produced in the UK is till vaued for its aesthetic and
perceived environmenta bendfits. It findsaready market in veneer, furniture and prestige building applications. Itissupplied
fromwell-established family businessesthat, rather than hol ding specul ative stock, generally buy only for known customers.

Suppliers of British hardwoods report that better quaity stock continued to sall well during 2002, particularly pale colored
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hardwoods. There has been strong demand for good qudity oak — dthough increasing volumes of French oak are now
being traded in the UK and in generd the market is heavily dominated by imported temperate hardwoods. British ash and
birchhave been popular for furniture, trim and shop-fitting. Thefashion for hardwood flooringin the UK continuesto benefit
those UK producersableto find amarket appropriate to their scale of production and to compete with laminates. However
the problem of how to utilize lower quality hardwood in an economicaly viable way remains a problem for the UK
hardwood sector.

Domestic Pand and Engineered Wood Products

The 1990s was a period of inward investment and rapidly expanding processing capacity in the UK pand products sector
(Table 6). This growth reflected risng availability of smal roundwood and saw mill co-products as the UK’s domestic
plantations reached maturity. Much of the growth was led by foreign companies, with leading players including Nexfor
(formerly CSC Forest Products), Kronospan, Egger, Willamette (Europe) and Sonae/ Tafisa. However the pace of growth
inthe panel's sector dowed considerably during 2000 and 2001 as the market reached saturation point. Domestic capacity
isnow sufficient to meet existing UK market demand for MDF, particleboard/chipboard and OSB. Recent new investment
inwood pands has tended to focus on more speciaized products. For example, in response to rising demand, Kronospan
UK expanded their laminate flooring facilities during 2001.

Table 6: UK production of wood- based pands, 000m3

Product 1997 1998 1999 2000 2001
Total 2640 2727 2974 3275 3260
Particle Board 2175 2287 2442 2570 2498
(induding

OSB)

Fibreboard 460 435 527 700 757
Hardboard 48 45 12 0 0
MDF 412 390 515 700 757
Plywood 5 5 5 5 5

During 2002, market conditions for UK producers of pand products were varied depending on product. UK OSB
producers continued to experience very difficult trading conditions as they continued to face strong price competition
from overseas producers, notably France and Bulgaria. Weakness of the German market aso led to increased
diverson of OSB to the UK market. By contrast, market conditions were good for MDF producers who benefitted
from aglobal upturn in demand. By the end of the year, MDF producers were talking of “very strong” order books and
demand well in excess of the same period the previous year. Demand for MDF was hedlthy from both the
manufacturing and distribution sectors, boosted by the increasing popularity of laminate flooring. MDF prices have been
risng throughout the yeer.

In common with other sectors of UK industry, pand product manufacturers continue to ensure tight cost controls and to
maximize operationd efficiency. Increasing volumes of recycled wood fibre are dso being utilized by the sector, primarily
for particleboard manufacture. UK Government policy on sustainable devel opment issteadily increasing thevolumeof wood
diverted from landfill or burnt aswaste and thisis contributing to increased availability of recycled wood fibre asafeedstock
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for the pand products sector.

During 2002, the mogt significant new investmentsin the UK wood processing industry werein thetimber frameand | joist
manufacturing sectors. Finnforest invested over £3 m (US$ 4.8m) to establish an |-Joist manufacturing plant cgpable of
producing 16 million meters of product per year. In addition, James Jones and Son started building work during 2002 for
a new production line which will boost capacity by 6 million lineal meters per year. These two developments will take
exiging UK | joigt cgpacity to well over current levels of demand, an indication of the industry’ s confidence of continuing
expangon in this market segment.
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2. Trade
2.1 Overview and Outlook

mported Hardwoods

Hardwood sawn lumber imports into the UK are expected to increase only dightly from 463,000 m3 in 2001 to 470,000
m3 in 2002. Temperate hardwood sawn lumber imports should remain static a around 270,000 m3 in 2002. Tropical
hardwood imports during 2002 are expected to recover dightly from the very low levels of 2001, rising from around
192,000 m3 to 200,000 m3.

Trading conditions for American hardwoods in the UK have been very difficult during 2002. Importers have been
maintaining low stocks of American hardwood lumber, encouraged by the perception of good availability from U.S. and
continental European concentration yards. Even news of tightening green lumber supplies in the United States, and the
potentia for supply shortages during the winter of 2002/2003, has done little to encourage more buying. Cross trading
between importersto fill ggps in inventories as they agppear remains an important festure of the trade. The trend towards
increased purchases on a just-in-time bas's of containers of mixed species and thicknesses has intengified this year. The
strong trend for UK importersto buy U.S. hardwoods from concentration yards in continental Europe has aso continued.

U.S. hardwood lumber export data for the first 9 months of 2002 indicates that volume and vaue to the UK were down
14 per cent and 18 per cent respectively compared with the same period the previous year. American white oak remains
the mgjor American speciesin the UK, accounting for around 50 per cent of UK imports of American hardwoods. U.S.
exports of white oak to the UK were down 10 per cent by volume and 16 per cent by vaue during the first 9 months of
2002. The bigger fdl in vaue suggests some movement to lower grades as a cost-saving device.

Of other species, the volume of U.S. exports of red oak lumber to the UK fdl very sharply during the first nine months of
2002 (down 77 per cent). Red oak is not traded widdly by the UK’ straditiona importing companies, so thelarge decline
may Smply indicate a switch to another species by asingle large UK kitchen cabinet manufacturer. The volume of U.S.
exports to the UK of arange of other species of hardwood lumber - including cherry, ash, and maple — registered less
severe declines during the first 9 months of 2002.

Incontragt, U.S. exportsto the UK of walnut and tulipwood lumber have continued to rise during 2002. Walnut istill very
muchin fashion, while tulipwood is being used more widely with stain for joinery gpplications. The U.S. market also seems
to be using awider range of “lesser known” U.S. hardwoods this year. During the first 9 months of 2002, the volume of
U.S. exports of “other hardwood lumber” increased by 77 per cent from around 5000 m3 to 8500 m3.

Theincreased availability of relatively cheap offers on European hardwoods has been a more important factor inhibiting
sdes of American hardwood in the UK during 2002. Although there is till a strong fashion for oak in the UK, larger
volumes are now coming from France and Germany. Due to overstocking and weak demand in Germany and China for
European beech sawn lumber, significant volumes of good quality German beech are dso being made avallable to UK
buyersat low prices. Both German and French sawmills have been seeking to expand sdesin the UK, some now offering
square-edged material which is preferred in the UK market over the usual western European waney-edged lumber.

Although Eastern European countries ftill do not feature strongly in the UK hardwood import lumber import data, traders
report progressve improvementsin availability of good quaity square-edged hardwoods from these countries. It isdifficult
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to estimate actud volumes as much Eastern European hardwood is processed in other countries before arriving in the UK.
For example, Croatian oak, which unlike American oak is available sap free on dl Sdes, isbeing processed in Italy prior
to export to the UK and Ukrainian oak is being kiln dried in the Netherlands and Belgium before shipment to the UK

Onthe other hand, thereis no doubt that American hardwoods remain the maingtay of the UK temperate hardwood lumber
trade. Although the qudity of Eastern European hardwood lumber is often very good, delivery timesfor thiswood are il
very long compared to U.S. products. There is dso uncertainty over how long Eastern European forests can continue to
supply very high grade hardwood lumber at competitive prices. By the end of 2002, reports were aready beginning to
emerge that prices for the limited volumes of Croatian oak available were being pushed up as demand was in excess of

supply.

During the first nine months of 2002, both the volume and value of U.S. exports of hardwood veneer to the UK fdl by 50
per cent, primarily due to increased offersfrom competing German and French producersat low prices. Although volumes
arerdaively smdl, anincreasein U.S. exports of logsto the UK hasdightly offset the declinein lumber and veneer exports
during 2002. Between January and September, U.S. export volume of hardwood logs to the UK rose from 4,895 m3in
2001 to 6,245 m3in 2002.

Sdesof tropical hardwood lumber in the UK have remained reasonably steady thisyear. Problems of severe overstocking
ledtoadramatic fal in UK imports of Maaysian dark red meranti during 2001. Imports of this species have now stabilized
at alower level. Avallability of meranti lumber hasbeentight from Maaysathisyear and prices havetended to firm, despite
low globa demand. Rising prices and trade volatility have encouraged along-term switch by many UK manufacturersto
African sapele and there are now fewer companies actively involved in the UK meranti market.

Demand for African hardwoods has been reasonably buoyant during 2002. Sapeleis now the dominant tropical redwood
inthe UK used for awide range of joinery applications. UK demand for framire from Ivory Coast has a so been good, the
speci es having taken over anichefor externd joinery timber formerly occupied by the more expensiveiroko. Only alimited
number of large UK importers<till buy African hardwood direct, and few are willing to build up speculative stocks, relying
more and more on just-in-time trading. Importers are relying increasingly on purchases from concentration yards in
continental Europe. Due to increased controls on Brazilian exploitation, South American mahogany — formerly adominant
gpeciesin the UK market - is now hardly traded.

Longer-term prospects for UK imports of tropica primary products are not particularly good due to cut-backs in log
production and moves to vaue added processing in many tropical countries. More and more tropical wood is expected
to be supplied to the UK as semi-finished or finished components.

Imported Softwoods

The UK delegation to the European Softwood Conference in October 2002 reported that UK softwood sawn lumber
imports reached 7,470,000 m3 in 2001, down from 7,640,000 m3 in 2000. Although overal softwood consumption rose
alittleduring 2001 compared to the previousyear, thiswas offsat by the increasein domestic softwood lumber production.
Anincreaseintheuse of | joigts in the UK has dso resulted in a corresponding reduction in consumption of traditiona
carcassing.

The UK ddegation forecast that UK imports of sawn softwood lumber would rise dightly during 2002, due mainly to good
growth in the congtruction sector. During the first five months of 2002, UK imports off sawn softwood were 4.2 per cent
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higher than the same period the previousyear. All four of the UK’ slargest softwood supplying countries— Sweden, Finland,
Latvia, and Russia— benefitted from thistrend. Although import growthislikely to have been dower during the second half
of the year, dl four leading supply countries are expected to have expanded overall annua saes to the UK during 2002.

Prices for imported softwood in the UK were generdly fdling in the first quarter of 2001, then were stable at alow leve
during the remainder of 2001, but have been strengthening during 2002. Strengthening prices reflect both good demand
in the UK and tightening suppliesin al the mgjor supply regions. Over the last two years, producers have reacted to low
pricesand the generd globa economic dow down by reducing output. In addition, European producershave been diverting
alarger proportion of their exports away from traditional markets like the UK, towards the U.S. and the Far East. By the
end of 2002, there were reports that most Nordic, Baltic and Russian shippers were sold out. Furthermore, most UK
importers were furnished with comparatively low stocks.

The market for whitewood, used extensively for carcassing in the UK, has been led during 2002 by the Swedes and
Latvians. Comment on the whitewood market during 2002 has focused on declining availability of sawlogsin both Sweden
and Latvia, and the pressure to raise lumber prices. These trends have encouraged some of the larger UK importersto sign
sx monthly supply contracts with suppliers to ensure long term availability at congtant prices. Three month contracts have
been more typica in recent years.

The Swedish sawmilling industry continued to benefit during 2002 from the relative weakness of the Swedish krona on
internationa exchange markets. In addition, a process of consolidation and cost-cutting has been on-going in Sweden,
contributing to a more competitive industry. Swedish production is amost exclusvey kiln dried, whereas Latvian kilning
capacity ismorelimited andthecountry still producessignificant volumesof relatively cheap unseasoned and ungraded sawn
carcassing. Latvian producers have continued to lead the market for undried whitewood, for which the UK 4ill hasalarge
appetite despite various inititives to convert the British market to seasoned timber. Strong growth in Latvian exports to
the UK during the first half of 2002 suggests that L atvian producers have benefitted from their Srategy to focusclosely on
specific UK buyer needs, concentrating particularly on length specificationsin joist Sizes. However Latvian export growth
to the UK may have dowed during the second haf of the year as supply problems have become increasingly evident. In
December 2002, reportswere emerging that L atvian exporterswere having serious problems supplying the UK asshipping
lines had been favoring more lucrative grain cargos over timber.

Fnland has been losing market share to Swedish and Baltic producers over recent years. Finnish sawmills also report that
margins have been tightening. Various factors have contributed including shortfals in log supplies and exchange rate
fluctuations. To counter thistrend, Finnish producers are focusing more on specialist and further processed wood products
and less on rough sawn [umber.

The market for redwoods, used widdy in the UK for the production of planed products, windows and door frames and
other indde finishing tasks, continues to be dominated by the leading Nordic producers in Finland and Sweden. Although
redwood log supplies have not followed the same pattern of supply and demand as those for whitewood, there have been
raw materid shortages a some Nordic mills during 2002. Some of the more progressive shippers are now digning their
productionto customersneedsby cuiting Szesfor theend-userather than generd specifications. Throughinvestiment in new
sawing and drying technology, Nordic producers are now focusing more on specia redwood product ranges.

While Nordic redwood producers gtill dominate in the UK market, Russian producers - notably in the Archangd region
of Northern Russa - continued to make ground during 2002. Over recent years, some of the UK’ s biggest buyers have
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turned to Russian suppliers that are able to offer products at lower prices. Russian producers have also sought to reduce
their dependence on transhipments through large continenta ports by increasing direct shipmentsto the UK from northern
Russa. Sdesof Russian softwood to the UK haveincreased progressively and are forecast to reach around 580,000 m3
this year. Despite this progress, Nordic producers are till more flexible than Russan producers in the supply of specific
grades and dimensions. In addition, more Russian wood is now being diverted towards the expanding domestic market in
Russa

The continued strength of the dollar, good U.S. domestic demand, and widespread availability of European dternatives,
has meant that U.S. sawn softwood lumber has been generdly uncompetitive in the UK market during 2002. Use of U.S.
softwoods in the UK is now concentrated in higher vaue niche markets, including better qudity doors, windows and
decking. UK importsof U.S. softwood sawn lumber have been declining over recent yearsand areforecast to reach around
35,000 m3 this yesr.

|mported Plywood

Imports of plywood into the UK during 2002 are forecast to fal sharply from the high levels of 2001. Hardwood plywood
imports are forecast to fal from 811,000 m3 in 2001, to around 600,000 m3 in 2002. Softwood plywood imports are
forecast to fal from 618,000 m3 in 2001 to around 575,000 m3 in 2002.

In part, the decline seems to reflect an inventory correction as the large volumes of plywood imported during 2001 came
a atime of rdatively low consumption in the UK and led to over-stocking. Faling imports this year dso reflect declining
log availability in some supplying countries, particularly Indonesaand Mdaysia, owing to tighter harvesting controls and
acdampdown onillegal logging. There were dso problemsin the supply of Brazilian hardwood plywood to the UK during
2002 due to poor availability of containers. Lower availability of Far Eastern hardwood plywood may aso have led to
increased globa demand for Brazilian hardwood plywood, reducing availahility to the UK market.

After 3 years of extremely wesk pricesfor Indonesian plywood, prices began to firm during 2002. Price riseswere driven
by the considerable tightening of log supply, the closure of plywood mills and the strengthening Indonesian rupiah. Therise
in Far Eastern prices encouraged Brazilian hardwood plywood producers to push up their prices. The price rises have
generated more UK trade interest in okoume-faced plywood from China. Despite trade concerns over the quality of this
product, UK imports of Chinese okoume-faced plywood are expected to rise during 2003.

The huge increase in production of Brazilian dliotti plywood, which began in the late 1990s based on maturing plantation
resources in southern Brazil, has had a huge impact on the UK softwood plywood market. UK imports of this product
doubled between 1999 and 2001, rising to 320,000 m3. During 2002, UK imports of dliotti pine plywood are forecast
to have remained stable at around 320,000 m3. Prices for dliotti pine plywood were risng during 2002 from the rock
bottom levels of the previous year. The price increase seems to have been partly due to reduced volumes going through
Brazilian mills asit became more lucrative to run hardwood rather than softwood veneers.

Elliotti pine plywood remains adeeply controversid issue within the UK plywood and OSB sectors, particularly in relation
to it' susein structurd |oad-bearing gpplications. APA Engineered Wood Association has continued to wage an education
campaign targeted a building control officias and architects concerning the use of non-complying plywood in load-bearing
gpplications. These efforts have been supplemented during 2002 by a£40,000 (US$ 64,000) “wood. for good” campaign
highlighting the importance of complying with BS5268 Part 2 in load bearing applications. Meanwhile ABIMCI, the
Brazilian Associaionfor Mechanicaly Processed Wood, claimsthat BS5268 Part 2 isa* non tariff barrier” andis pushing

UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #UK2030 Page 19 of 51

for the Brazilian quaity program (PNQM) standards to be recognized as equivalent. However plywood experts suggest
these Brazilian clams of equivaence are erroneous.

High log costs in the U.S. and unfavorable exchange rates meant that UK imports of American southern yellow pine
plywood were at very low levels during 2002, perhaps faling below 5,000 m3 (compared to 254,000 m3 only 5 years
before). Prospects look alittle better during 2003 asdliotti prices were ill firming at the end of 2002 and asthereis now
risng concern for product qudity in the UK.

During 2002, Finnish birch plywood has come under increased comptitive pressurein the UK market from new production
plantsin Latviaand Russia Finnish producers have been responding by ashift to value-added production and targeted end
uses. Tightening log supplies and rising log prices in the magor supplying countries have led to rising prices for birch
plywood. Underlying consumption of birch plywood was good in the UK during 2002.

|mported value added products

Thereisagrowing trend for non-EU exportersto the UK to concentrate on value added products, including prefabricated

and dimension materid, semi-finished and finished components and products. The trend is driven by a number of factors

induding:
. the economics of the supply chain, which dictates that it is more cost effective to transport value-added products

rather than bulky raw materids

the increasing availability of pand products and utility wood supplies from the UK and continental Europe,

undermining markets for solid wood

the increasing trend towards out-sourcing by UK manufacturers

moves to reduce exports of unprocessed raw material and increase production and value added at source by

producing countries, notably in the tropics.

comparatively high labor costs in the UK compared with developing countries

Table 7: Value of UK importsof value added wood products during 2000, 2001 and forecastsfor 2002 - million
euros

a Profiled b. Builders Carpentry
wood and Joinery

2000 2001 2002 2000 2001 2002
Ity 21.4 23.7 25.8 South Africa 36.6 41.2 49.8
Canada 20.1 17.9 21.8 Indonesia 53.3 45.6 48.7
Mdaysa 12.7 12.8 20.1 [Denmark 42.2 46.2 47.8
Finland 8.4 15.2 20.1 Sweden 32.8 34.1 39.9
Sweden 13.9 14.7 16.5 [U.SA. 23.7 29.7 36.2
Indonesia 16.1 10.4 12.7 |Mdays'a 27.6 27.9 29.8
U.SA. 10.9 10.1 10.1 |Norvvay 26.5 28 29.7
China 6.6 8.1 8.9 |Brazi| 30.5 25.7 24.6
Netherlands 11.7 9.6 7.7 [Poland 235 23.3 22.2
Others 48 43.1 46.5 Others 149.1 172.3] 1794
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Total 169.7 165.6 190.2 Total 445.8 474]  508.1

Forecastsfor importsof themain va ue added wood productsinto the UK suggest that the upward trend continued for most
products during 2002. The United States has benefitted from the trend. UK imports of “builders joinery and carpentry”
(Table 7b) and wooden furniture (Table 9) manufactured in the U.S. increased again during 2002. However other countries
are seeing stronger growth, notably Asan countriesincluding China, Indonesiaand Mdaysia, and euro-zone countrieslike
Italy, Denmark and Belgium.

2.2 Competitors market promotion activities

U.S. competitors marketing in the UK received a mgor boost between 2000 and 2002 through the “wood. for good”
promotiona campaign funded primarily by Nordic and UK interests. The campaign has been focused dmost exclusively
on softwood lumber and aimsto increase Sgnificantly the use of structura and decorative wood through mediaadvertisng.
Funding amounted to £9m (US$ 14.4m) over the period 2000 to 2002 and was assured by a consortium of eight
organizations, led by the Nordic Timber Council.

In 2002, Jaakko Poyry Consultants (JPC) was commissioned to undertake areview of the impact of “wood. for good”
on UK wood demand. JPC found that againgt its objective to boost annual sawn softwood consumption by 1.8 million m3,
the campaign fell some way short, with the tota risng 200,000 m3 and 400,000 m3 in 2001 and 2002 respectively. The
review suggested that wood' s weak point was il the environment, with many consumers till associating wood products
with chainsaws and deforestation. However, the review aso indicated improved consumer awareness and perceptions of
wood. JPC recommended that the campai gn should now moveto a“fulfilment” phase, including amore educative gpproach
to help specifiers and consumers to actualy use wood. JPC aso recommended that the support base of the campaign
should be broadened.

Asaresult “wood. for good” isnow organizing seminarsto highlight how companiescan “buy in” to the campaign and wider
licenang of thewood. for good logo isbeing evauated. “Wood. for good” has been extended beyond itsorigina three year
schedule, but funding devoted to the UK isbeing scaled back. The major Nordic backersintend to spread their promotional
efforts to the European continent during 2003.

Meanwhile, the Nordic Timber Council (NTC), amgor backer of “wood. for good” has adopted anew marketing strategy
emphasizing the promotion of wood as amaterid rather than principaly Nordic timber. This Srategy dso amsto extend
NTC activity to a wider range of European countries and to focus less on the UK. The objective is to increase the
consumption of wood in Europe to 0.25 m3 per capita by the year 2010, which meansincreasing the market for wood by
20 million m3 within only 8 years. Aspart of the new strategy, NTC intend to widen it’ s support base by not only counting
savmills among its members, but also producers of panels and other engineered wood products. NTC is now operating
a“Building Europe’” Campaigninwhich they invite European organizationsto join NTC to devel op modern building systems
usngwood products. Another campaign, PR Europe, amsto identify interesting wood gpplications and to distribute media
information on these applications —including fact sheets, articles, and photos.

The European hardwood industry has not undertaken pro-active marketing in the UK. However this may change during
2003. The European hardwood sawmilling indugtry is currently developing ajoint marketing strategy under the leedership
of the German Verband der Deutschen Sage Und Hobelindustrie (VDS) and French Federation National du Bois (FNB).
The move comes in response to continuing weak market conditions for European hardwood lumber, particularly beech,
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indomestic and Asian markets. Measures being considered as part of the strategy include devel opment of aset of uniform
grading rules for the European hardwood industry in linewith rules approved earlier thisyear by the European Sawmilling
Organization(EOS) and cons stent with the U.S. National Hardwood L umber Association (NHLA), improved information
exchange between European hardwood trade associations,and the possible formation of a joint marketing organization
modeled on the American Hardwood Export Council (AHEC).

Inthe hardwood sector, the Maaysian Timber Council undertakesthefull range of marketing activities. During 2002, MTC
has continued to focus on the furniture market, with a view to expanding market share for rubberwood. MTC have aso
been active in the environmenta debate, marketing their nationd certification program directly to members of the UK’s
WWEF Buyers Group and pursuing mutua recognition of their certification scheme with the Forest Stewardship Council.

Ghanaisthe only other tropical country with an active marketing presence in the UK through the Ghana Timber Industry
Devedopment Divison (TIDD) of the nation’s Forestry Commission. TIDD' s objectives are to develop a stronger export
market for added value products; to encourage trade in Ghanaian species other than the traditiona and well known; and
to promote Ghana s efforts to certify products based on their National Forest Standards. The organization publishes an
occasiona newdetter for the UK trade. Activity is otherwise low-key.

Canada was formerly well represented inthe UK by full time employees of British Colombia s Council of Forest Industries
(COFI) and industry representatives of the eastern Maritime Provinces. However both organi zations have withdrawn their
marketing presence. Canadian industry is now represented in the UK by independent consultants working on technical
standards, and by an office of the Canadian Pulp and Paper A ssociation based in Brussels. The Canadian High Commission
in London aso assists with marketing initiatives. For example, during 2002, the High Commission organized a misson to
the UK for Canadian manufacturers of timber housing and building products whichinvolved more than 140 mestingswith
UK architects, developers, contractors, merchants and housing associations.

It is notable that many mgor competitors to the U.S. - including continental and Eastern European countries, Canada,
Brazil, and Indonesia— 4till have no effective market development organization based in the UK. Marketing, if carried out
a dl, isleft in the hands of individud firms

2.3 Environmental certification

In the context of trade and marketing, it is worth emphasizing the continuing steps of many U.S. competitorsto exploit the
development of forest certification schemes. These schemesare designed to provide customerswith independent guarantees
that wood derives from sustainable sources. Between 1995 and 1999, there were sure Signs of increasing demand for
certified forest products in the UK market. The development of demand for certificationwas|ed by membersof aBuyers
Group organized by the WWF. Members of the group made a voluntary commitment to progressively increase purchases
of wood independently certified by the Forest Stewardship Council (FSC). The “1995 Plus Group” now has around 100
membersin the UK which together account for over 20 per cent of the UK wood trade. The group is dominated by large
home improvement retailers, such as B& Q and Sainsbury’ s Homebase, and their direct suppliers.

Following endorsement of the UKWA Standard by the FSC, there was rapid uptake of FSC chain of custody certification
by UK companies in late 2000. During 2001, the size of demand for certified forest products in the UK reached a
temporary plateau. Thiswasdueto thefact that al themgor homeimprovement retailing companieswere dready members
of the buyers group. Another factor was the rapid emergence of the Pan European Forest Certification Scheme (PEFC)
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asarivd to the FSC which created uncertainty and discouraged UK suppliers from making far reaching commitments to
the FSC system. Volumes of certified wood traded outside the retailer sector remained very small.

But during 2002, there has been a considerable renewal of interest in forest certification —thistime from the public sector.
A mgor driver of public sector interest was the UK government’s decision to act as afocd point on illegal loggingwithin
the G8 Forestry Action Plan process agreed in 1998 by the seven mgor indudtria countries plus Russa (G8). This has
gimulated arange of sudies supported by the UK’ s Department for International Development (DFID) intoillegd logging.
During spring 2002, UK government action onillegal 1ogging was boosted following Greenpeace campaigns which set out
to embarrass the government’ s record on environmenta timber procurement. These campaigns criticized the specification
of African sapele from Cameroon in projects to refurbish the government cabinet offices and in Buckingham Pdace. Both
campaigns received nationwide publicity.

In the second haf of 2002, the UK government commissioned an independent consultancy firm to draft a new UK
government timber procurement strategy. The UK’s central government is thought to account for around 15 per cent of
al wood procurement in the UK, while the total purchased by al public sector agencies, including locd authorities, may
account for up to 45 per cent.

Thedraft policy, whichiscurrently being considered by the Department for Environment, Food and Rurd Affairs(DEFRA),
proposes that al wood products supplied to the public sector should be categorized into four types. unknown origin; from
known legd sources, from known lega sources progressing to sustainable management; and from legd and sustainably
managed sources. Public sector agencieswould be encouraged to progressively increase the proportion of wood from legdl
and sustainably managed sources and to phase out wood from unknown sources. Government departments would be
required to report on their progress in implementing the policy. They would request that contractors provide evidence of
the sources of al wood products, including reports from independent verifiers. It is aso proposed that an expert pand
should be sat up by centrd government to assess environmental claims by wood products suppliers and to monitor
developments in forest certification.

Independently of the current draft proposal's, some of thelargest timber purchasing departments—including the Department
of Defence and the National Hedlth Service — have dready adopted policies which include far reaching commitments to
ensure that wood derives from well managed sources.

In addition to the public sector procurement policy, in April 2002, the UK government signed a bilateral agreement with
the Indonesian government to work jointly to combet the tradein illegaly sourced logs Amongst other measures, the draft
joint Action Plan cdls for both governments to support the development of systems of independent verification of legd
compliance.

The private sector isbeing drawn increasingly into the debate. For example, the UK’ s Timber Trade Federation isnow co-
operating with the UK government in the development of a Forest Industry Sustainability Strategy that includes nationwide
targets for the industry to improve environmental procurement practices.

Thereisdso an important European dimension to theillegal logging debate. In February 2002, the European Commission
announced its intention to develop an EU illegd logging action plan by the end of theyear. In September 2002, preliminary
details wererel eased at the World Summit on Sustainable Devel opment in Johannesburg. Thedraft plan includes proposals
for the development of bilateral agreements between the EU and awide range of wood producing countriesto co-operate

UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #UK2030 Page 23 of 51

in tackling the issue of illegd logging. In particular, the draft plan proposesthe creation of a“legdity sandard” and alicense
for wood products imports from al co-operating countries. Current proposals emphasize the need for chain of custody
procedures and verification by an independent standards body. They dso talk about the creation of new EU legidation
which would admit entry to only wood products covered by alegdity license.

The on-going debate on illega logging has contributed to a partid shift in atitudes to certification in the UK Asthe Forest
Stewardship Council has not succeeded in certifying asignificant areaof forest in tropica countries, where illegd logging
isregarded asamore sgnificant problem, there now seemsless of an exclusivefocus on the FSC scheme. At thesametime
the rapid emergence of dternative schemes, notably the SFI Program and the PEFC, hasincreased recognition that the FSC
is not the only solution. The draft UK government procurement strategy would recognize wood products certified under
a number of schemes. All the leading U.S. schemes should be able to conform with the draft criteria proposed for
assessment of certification schemes.

So the new focus on illega logging in the UK may increase market opportunities for wood products derived from U.S.
organizetions certified under the SFI Program, FSC, and American Tree Farm System. But there are o risks. Thefocus
on chain of custody verification in both the EU and UK proposasfor action may create barriersto trade for alarge number
of U.S. exporters to the UK, particularly in the hardwood sector. The tendency for U.S. mills to rely on gate wood
supplied from hundreds of land owners makes chain of custody verification difficult. This factor, coupled with the firm
resistance to forest certification of many U.S. forest owners, may be a significant impediment to U.S. market accessin the
future, particularly in the retailer and public sectors.

One possible way of overcoming this barrier would be to raise awareness in the UK of alternative approaches to
environmenta wood procurement that do not emphasize chain of custody. For example, the SFI Programreliesona*“wood
procurement system standard”. Rather than requiring traceability to forest of origin, this standard requires SFI Program
participants to establish management systems to ensure that al their direct suppliers are known, to undertake assessments
of the lega and environmenta credentids of these suppliers, and to participate in a range of environmental education
programs for suppliers. The Timber Trade Federation is now considering applying a smilar gpproach to UK wood
importers.

2.4 U.S. market development strategies

Anaysis of best market prospects and options for furthering U.S. market share are described in detail under the relevant
market sectors.
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3. Market Segment Analysis
3.1 Construction sector
3.1.10verview

Structure and size of sector

According tothe Department of Tradeand Industry (DTI), thevalueof UK construction output (at current prices) increased
progressively between 1997 and 2001 from US$85.8 hillion to US$108.2 billion. Thistrend continued during thefirst three
quarters of 2002, output growing by afurther 11 per cent during this period. Almost half of construction activity comprises
repair, maintenance and improvement work (RM&1) at gpproximately 46 per cent. In contrast, work to expand theexisting
stock of around 24 million houses in the UK forms a comparatively smdl part of the congtruction

sector at 14 per cent. According to DTI figures, at least 64 per cent of construction activity isfunded by the private sector.

Public sector spending on new houses and infrastructure declined between 1996 and 1999. However the Labor
government’ s commitment to improve infrastructure and socia housing, led to areversd of thistrend from 2000 onwards.
Between 2000 and 2001, there was a significant increase in the value of congtruction work output for new infrastructure
(+4 per cent), public sector housing, (+30 per cent) and public sector RM&I (+3 per cent). This trend has continued
srongly into 2002. Between January and September 2002, the value of construction work output for new infra-structure,
public sector housing, and public sector RM&I increased by 16 per cent, 24 per cent, and 4 per cent respectively
compared to the same period in 2001.

Wood use in the congtruction sector

Timber frame congtruction has been uncommon in the UK due to strong consumer preference for brick and block
congtruction. The Nationa House-Building Council reports that in Great Britain around 11 to 12 per cent of new homes
built during 2002 would be of timber frame, up from 10 per cent during 2001. Timber frame is predominantly employed
in detached and semi-detached bunga ows (22 per cent and 14 per cent market share respectively). It isused in 13 per
cent of detached houses, but in only 8 per cent of terraced houses and flats. There are dso sgnificant regiond variations
intimber frame use. An estimated 52 per cent of new house construction in Scotland is now timber frame compared to just
3 per cent of new housing in Northern Ireland.

While timber frame is gill not common in some parts of Britain, nearly al new housesin the UK contain alarge softwood
and panel product component including:
Roofs commonly constructed either of softwood prefabricated truss rafters or engineered I-Joists.
Treated softwood is the preferred option for window frames in new house congtruction, athough uPVC ill
dominatesin the replacement sector.
Upper floors are often constructed of wooden joists or engineered I-joists with chipboard, OSB or plywood floor
decking.
A variety of panel products are used for interior doors. A proportion of exterior doors still comprise solid wood.
Staircases typicaly comprise solid wood and pand products

Use of wood and pand productsin the non-residentia sector isgeneraly restricted to rafters, joists, flooring, interna walls
and other internd gpplications. Wood use in the sector faces stiff competition from aternative materias, athough thereis
an increasing trend towards timber frame.
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The congtruction sector accounts for around 60 per cent of al timber usage in the UK. A large proportion of the wood
used in the congtruction sector is of softwood and pane products. Much of the volumeissupplied from Nordic and Bdtic
countries, and increasingly the UK.

U.S. softwood lumber isnot being promoted for structural gpplicationsinthe UK for reasonsof priceand distance. Insteed,
U.S. softwood lumber is supplied to rdatively high vaue niche markets, notably window and door manufacturers, flooring
and timber decking. U.S. hardwoods are important in flooring and high qudity joinery and finishing applications. U.S.
hardwoods are very wdll represented in the shop-fitting sector. At present, only small volumes of U.S. plywood are being
used, dl for structural components designed to comply with British standards. The concrete forming market segment for
plywood hasbeenlost to Brazilian, Asian and Eastern European producers, based primarily on price. The UK construction
market was relatively dow to recognize and exploit the advantages of U.S. engineered wood products. However over the
last two years, U.S. [-Joists and related building system components have made significant inroads into the traditional
softwood lumber joist market.

Congtruction sector performance

The year 2002 was buoyant onefor the UK construction sector. The sector isenjoying it’ smost sustained period of growth
sincethelate 1980s, according to forecasts from Construction Forecasting and Research. The vaue of overall construction
output in the UK has been risng consistently by around 6 per cent ayear since 1996. Total output is expected to rise by
9 per cent during 2002, boosted by strong private sector house building and retail construction and by anincreasein public
sector spending. Growth in overdl output is forecast to dow dightly to 7 per cent in 2003 and to 5 per cent in 2004 as
demand from the private sector weakens, both for housing and commercia projects.

Housing gart data has been less consstent. Tota house starts in the UK (both private and public sector) fell from ahigh
of 201,000 in 1997, to 187,000 in 1998. House starts then increased dowly to around 193,000 in 2001. Longer term
forecasts suggest that house starts may continue to rise gradudly until 2005.

Underlying the optimism has been the low leved of interest rates in the UK and reasonably optimidtic forecasts of GDP
growth in 2003. Most GDP growth forecasts for the UK in 2003 vary between 1.8 per cent and 3.5 per cent and average
around 2.6 per cent, sgnificantly higher than growth of only around 1.6 per cent during 2002.

Longer term projections of the number of householdsin the UK aso suggest that demand for new housing may tend to rise.
Government forecasts suggest that the number of households in the UK may rise from20.7 in 1999 to 24 millionin 2021.
While overdl levels of population are likely to remain reasonably stable, the number of households will be boosted during
this period by an increase in the number of people living on their own.

Another factor underpinning optimismin the congtruction sector is the continuing high level of public invesment in the built
environment. Public expenditure on socia housing has risen consderably after big cut-backs during the 1990s. This money
isdirected towards regeneration schemesin the north of the country and new affordable housing in the south. Other targets
for increased public investment are schools and colleges, the hedlth sector and transport.

Anindication of theimpact of increased government spending is gpparent from dataon the val ue of new congtruction orders
by sector. During 2001, there were big increasesin the value of new orders for construction of public-sector schools and
colleges (+52 per cent on 2000), universties (+15 per cent), health-sector buildings (+19 per cent), and office buildings
(+36 per cent). Datato the end of the third quarter 2002 suggests continued ordersfor new public sector constructionwork
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related to schools and colleges, universities, the health sector, roads, railways, and offices.

Some significant trends are al o apparent in the private sector. Private sector ordersfor new industria buildingsweredown
during 2002 compared to the previous year. Congtruction in the agricultura sector has been declining. However the much
larger private commercia sector (offices, shops, entertainment, private education) has been buoyant during 2002. In the
first 9 months of 2002, new private construction orders were up 13 per cent compared to the same period the previous
year. Private sector RM&| activity has aso continued to grow steadily during 2002.

Trends encouraging use of wood in congruction

There are a0 specific trends favoring increased wood use in the construction sector. Improvements in the sophigtication
and qudity of wood products, coupled with various marketing initiatives and rising concern for environmentd issues, has
had the effect of cresting afashion for timber amongst British architects. In October 2002, the Sunday Times, aleading UK
nationa newspaper, published an article suggesting that “ Timber in architecture is undergoing a bit of arenaissance’. The
atide waswritten in the build-up to the UK’ s premiere architecturd awards ceremony organized by the Royd Ingtitute of
British Architects (RIBA) and co-sponsored by the American Hardwood Export Council. At least two projectsreceiving
RIBA awards were characterized by the extensive and innovative use of wood products.

Another important factor has been recent changes in building regulaions which have placed increasing demands on
construction companies to meet energy efficiency targets. The new regulations form part of the UK government strategy
to achieve carbon dioxide emisson reductionsin line with the Kyoto Protocol. In April 2002, amendmentsto Part L of the
Building Regulations were released which establish new permitted U-values (a measure of insulation performance) to be
applied to al domestic and public buildings. While timber frame, pre-fabricated timber building systems and wooden
windows can readily achieve the U-values required, traditiona brick and block construction techniquestend to fal short.
Meanwhile, revisonsto the Part E of the Building regulations covering sound insulation a so tend to benefit timber products.

The use of timber frame continues to increase in the UK, a trend driven partly by the concerted promotiond efforts of
organizations like the UK Timber Frame Association and the Building Research Establishment. In October 2002, the
marketing of timber framewas given aboost with thelaunch of anew qudity marking scheme. The scheme, hasindependent
third party certification. Eventudly the scheme will provide access to CE Marking. The scheme aims to provide inbuilt
design, manufacture, and erection conformity checking.

One congraint toincreased use of prefabricated construction techniquesin the UK has been the restricted size of the sector
and itsinability to deliver in the volumes required. However this problem is now being addressed. Capacity hasbeenrising
over the lagt 2 years. For example, in Scotland during 2001, the Irish company Century Homes built a new mill for the
production of prefabricated houses. During 2002, Stewart Milne began producing timber frame at a new factory in
Oxfordshire with capacity to produce 6,000 homes a yesr.

Major changes are dso underway in the type of wood products favored in the construction sector. Structura softwood,
which depends heavily on the housing industry, islosing market share to engineered wood products such as I-beams and
LVL, which are being incorporated increasingly into timber frame packages. This trend reflects both the consstency and
gtability of engineered wood products, together with shortages of on-site labor skilled in the use of solid lumber. Longer
term it seems likely that demand for 'system built' units supplied from large fabrication factories will tend to increase at the
expense of solid lumber supplied by loca builders merchants.
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Work by the UK’ s Building Research Establishment (BRE) on the environmental impacts of building materids has dso
improved the prospects for the use of wood in the congtruction sector. This work, using modern “Life Cycle Anayss’
techniques has yieded very positive results for the timber sector. BRE' s " eco-points’ database reduces dl environmenta
factors to a sngle number that enables project leaders to modify plans to find the best balance between cost and the
environment. According to a BRE spokesman, “in dmost every condruction eement, timber comes out very favorably”.

Trends in the mass-production joinery sector

Good activity in the UK’s mass production joinery sector during 2001 extended into 2002. The trend towards pre-
assembled joinery products such asfactory finished and fully glazed window units, doorsetsand assembled gairsintensified
during 2002. This process has been driven by various factors, including ajoinery skills shortage, environmenta concerns,
and adesre to raise quality standards and smplify the on-site construction process. Concerted efforts by manufacturers
in the sector to develop products of congstent qudity and with durability guarantees are contributing to risng sales.

Demand for fully factory finished and glazed timber windows was buoyant during 2002, given added momentum by the
publication of amendments to Part L of the Building Regulations in April 2002. Part L requirements for U-Vaues are
applied to both new buildings and existing dwellings, boosting prospects for wood windows both in new dwellings and the
replacement market. Demand for wood windows has been growing particularly strongly amongst housing associationsand
locd authorities. Thereis il atendency for private house builders to regard timber windows as “luxury” items reserved
for upmarket houses.

Trends in the architectural joinery sector

The architectura joinery sector remained reasonably active throughout 2002. There were reports of particularly good
activity inthe high value housing market, aswell asagradua upturnin commercia and hotel business. Therewerea so some
ggns of improvement in the shop-fitting sector during the year. Competition in the architectura joinery sector has been
intense and margins are tight. The sector is aso suffering from a severe kills shortage. Intermsof speciesin demand, the
preferencefor “darker” light woods, such as steamed black wal nut and steamed beech has continued thisyear. Hard maple
and cherry aso remain popular. There have aso been reports of a significant increase in requests for European oak.

Trends in the garden congtruction sector

Demand for wooden decking and other landscaping products continued to rise during 2002. The Timber Decking
Association reports that the UK market has grown from atota commercid and domestic value of only £5m (US$8m) in
1997 to around £80m (US$ 128m) in 2001. The Association forecasts that the market may have exceeded £100m (US$
160m) for thefirst time during 2002. There has been ashift from the Smpler structures of the late 1990s, to more complex
structures as consumers have begun to appreciate the wide range of opportunitiesto ater the appearance and functionaity
of agarden through the use of decking. Decking is aso now widely used in the new house sector to boost the value and
sdeahility of properties. Asin other sectors, the UK decking industry is promoting a quaity assurance schemeto provide
long term warranties and generate greater demand.

3.1.2 Marketing
This section identifies congraints and opportunities for U.S. exporters supplying to the UK congtruction sector.

Price
Expansion of markets for American wood products for many gpplications in the United Kingdom congtruction sector is
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constrained by price. The sector hastraditionaly been highly price sensitive, often overriding considerations of qudity. Due
primarily to distance, U.S. softwoods are uncompetitive onpricein relation to the Nordic and Baltic suppliersof structural
timbers. U.S. plywood has had considerable difficulty competing on price with plywood from low cost countries, notably
Brazil. The use of American hardwoods in the joinery sector is coming under pressure from lower cost European
hardwoods.

Third party competition
Compstition for market share in the UK construction sector is extremely intense. The following trends are particularly
notable:

UK domestic softwood lumber production continued to increase during 2002 and prices were generaly wesk.
The dominant Nordic suppliers and UK domestic softwood sector are now very active in marketing their
productsin the UK through campaigns such as “Wood for good” and “Nordic Fird”.

The European producer has the advantage of shorter shipping distances and ddlivery periods as wel as an
advantage of being present in the market duty free.

Availability of Eastern European wood products, both softwood and hardwood, continued toimproveduring 2002.
European producers have greetly increased their OSB capacity over the past four years, now producing over
800,000 cubic meters annudly. As OSB use has expanded in the UK, it is displacing asignificant portion of the
plywood consumption, which in turn has significantly impacted U.S. plywood exports.

Europe dso has an increasing base of loca production of plywood in the higher end sector.

Due to wesk European hardwood lumber consumption in continental Europe and China during 2002, European
sawvmills were offering beech and oak lumber at low pricesin the UK.

Although prices of dliotti pine plywood from Brazil were rising during 2002, this product continued to play a
dominant role in the UK congtruction sector.

U.S. producers have gained a strong foothold in the developing UK market for I-Joists over the last 2 years.
However, UK domestic production rose significantly during 2002 with an increase in capacity at James Jones
and Son Ltd, and the establishment of the new Finnforest plant.

Focus on high quality

The U.S. forest products sector has little control over the lower pricesof products supplied by competitors. However this
problem can be addressed to some extent through a marketing focus on the value for money of U.S. productsin the form
of congstency of yidd, rdiable grading, high quality, kiln drying capacity, reedy availability and assurance of long term
supply. The focus on higher quality niche markets has long formed akey component of marketing initiatives in the UK by
American Softwoods, American Hardwood Export Council (AHEC), and APA-Engineered Wood Products. Inamature
market like the UK construction sector, the challenge has been to find new market sectors and niche opportunitiesand to
search out sectors and gpplications where price is not the prime influencing factor, for example custom joinery, and
engineered flooring.

Over recent years there has been increasing recognition in the UK of the damage caused to timber’s' reputation through
the use of sub-standard productsin the construction sector. There are therefore home grown effortswithin the UK to raise
awareness of the importance of product qudity which aso argue strongly in favor of aU.S. focuson qudity. For ingtance,
U.S. suppliers of softwood lumber may benefit from concerted efforts over recent years to iminate “wet” timber from
supply for structurd and timber manufacturing uses. The Timber Window Accreditation Scheme is dso raising quality
standards in the wooden window sector which may increase demand for trested southern yellow pine and for western red
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cedar.

In the panels sector, APA-Engineered Wood Products has played alead role in raising trade and end-user awareness of
the importance of following UK load-bearing standards for plywood in structural applications (BS5268 Pt2). While U.S.
softwood plywood fully complies withthese standards, many other softwood plywood products, including from Brazil, fall
short of full compliance. APA’s “Watchpoint” campaign has focused on these issues for the last three years and has
involved targeted advertising in the construction and architectura trade press and professiona seminars for architects and
building regulators.

During 2002, APA was joined in these promotiond efforts by the “wood. for good” campaign which diverted funds
specificdly to promote the need for plywood to comply with BS5268 Pt2. The tradeis now becoming much more aware
of the quality and strength advantages of American plywood.

CE Marking
The phased introduction of CE Marking of products used in the construction sector throughout the European Unionisalso

having amajor impact on attitudes towards product quality. The am of CE Marking is to ensure that products which are
fit for their intended use can befredly traded throughout the European Union. This gppliesboth to products produced within
the Community and those imported from countries outsde the Community. CE Marking is desgned to overcome the
problems which currently prevail through the application of different technica requirementsin the member sates of the EU.
CE marking aims to remove these technical barriers to trade within the single market by establishing a single, agreed,
gtandard for demongtrating the performance of particular products, and a system of certification and test bodieswhich are
recognized as competent throughout the Community. CE markingis, in effect, a"passport” for manufacturersto market their
products throughout the EU.

Unlike severa other European countries, CE marking is not mandatory in the UK for congtruction products. However, the
EC Condruction Products Directive requires each member date to establish systems of regulation and enforcement
designed to ensure that construction products are sold for the correct end-use. Asaresult, wood products suppliersin the
UK arenow legdly obliged to ensurethat all productsare correctly |abeled and to demongtrate that products arefit for their
intended use. Wood products suppliers are al o subject to much greater scrutiny by trading standards officers and building
inspectors. CE Marking iswidely recognized asthe most effective way to demonstrate compliance with theregulations. CE
Marking is aso essentiad if UK buyers wish to re-export to other EU countries in which CE marking is compulsory. The
vighility of CE marking on construction products accelerated during 2002, atrend which is expected to continue strongly
into 2003.

The U.S. wood based panels industry isaready pursuing CE trademarking privilegesfor their products. APA-Engineered
Wood Productsissub-contracting through aEuropean Notified Body to carry out al theauditsnecessary for U.S. suppliers
to place CE marks on U.S. structural wood products including plywood, 1-Joists and LVL. APA-Engineered Wood
Products is aso participating ongsde trading standards offices and other panel products suppliers on a committee
established to combat fraudulent CE Marking.

The involvement of U.S. industry inthe CE Marking process represents a significant opportunity for U.S. suppliersto claw
back market share from less pro-active suppliers. Thisis particularly true in the wood panels sector. During 2002, a new
harmonized European standard for pandl products was published. Conformance with this stlandard is now a requirement
for CE Marking. While U.S. plywood will meet the new standard, it isunlikely that Brazilian dliotti pine plywood will make
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the grade. The Brazilian plywood sector has been devel oping their own standard for plywood which, according to industry
experts, fdlswdl short of the European requirements.

Off-ste and pre-fabricated production

| ntense competition istending to encourage greater efficiency within the congtruction sector. Thistrend has been intensified
by concerted industry and government campaigns to promote efficiency. Furthermore, construction companies are having
increasing difficulty getting skilled site labor. One significant outcome has been to increase the take-up of off-site and pre-
fabricated productionto provide consistent quality and faster construction. Broader experience of smilar trendsinthe U.S.
market should give U.S. suppliers an edge over many of their competitorsin the supply of pre-fabricated materids.

Timber frame, I-Joissand LVL

Asaworld leader in timber frame congtruction, the U.S. has been a beneficiary of the emerging trend towards this form
of congtruction in the UK. The U.S. iswdl placed to supply I-Joists and Laminated Veneer Lumber (LVL) to the timber
frame sector in the UK. Demand for both products is now expanding in the UK Unfortunately, due to the failure of
Europeantrade statisticsto identify | joistssand LV L separately it isnot possibleto gain aningght into the Sze of the market.
However anecdota reports suggest that | joists may be used in up to 65 per cent of new homesin the UK for firgt floor
ingdlation within 5 years.

Expansionof the market for I-Joistsand L VL isbeing driven partly by movestowardsincreased quality in the construction
sector, and partly by APA and other industry promotiona activities. U.S. companies, working closdy with APA, moved
early to develop common standards for I-Joists which subsequently achieved British Board of Agrement (BBA) approval.
A new European Technica Approva document for I-Joists was published during 2002. This supercedes the BBA
approvals, so U.S. products will have to be retested against the new document before September 2004 to achieve CE
Marking.

Meanwhile, two U.S. companies have invested heavily over the last two years to expand operations in the UK, forming
close dliances with large home builders. They have successfully exploited the strong house congtruction market and
increased demand for just-in-time delivery and high qudity, stable products through the establishment of nation-wide
delivery networks. APA-Engineered Wood Products is asssting U.S. 1-Joist marketing efforts through the provision of
seminars to architects gpproved under the continuing professiona devel opment (CPD) procedures operated by the Royal
Indtitute of British Architects (RIBA).

Influencing architects

A magjor opportunity to expand marketsfor American wood productsliesin the recent reviva of interest in wood products
withinthearchitecturd profession. Architectshave consderableinfluence over the use of raw materidsfor construction and
joinery. Architects growing interest in timber sems from a trend towards “ sustainable design” within the professon. The
fact that architects perceive wood to be “sustainablée’ is evidence of growing acceptance of wood's environmental
credentias. But there are chalenges. As a profession, architects are il largely ignorant of the properties and potentid of
wood. Thisignorance runs deep. Architectura coursesin the UK are notorious for their failure to adequately addressthe
use of wood for congtruction.

In response to these opportunities, and chalenges, the American Hardwood Export Council has dready switched the
emphass of UK marketing effortstowardsarchitects. Theseeffortshavefocused particularly on the provision of information
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—through seminars, feature articles, and press releases — on arange of high-profile construction projects in the European
Union. Prominent among these was the new EU Food and Veterinary Centrein Ireland. This $32 million project involved
the rel ocation of more than 250 staff from Brusselsto a 10 hectare green-fidd Site outside Dublin. The award winning Irish
architect Ciaran O’ Connor was in charge of the design team. To achieve the mgor am of ensuring the design was
sugtainable and recyclable, O’ Connor made extensive use of solid hardwood, notably American white oak. Oak was used
for exterior cladding, interior joinery and flooring. AHEC inspired reports on this project, and others like it, generated
considerable coverage of American hardwoods in the UK’ s architectura press during 2002. Recent AHEC sponsored
seminars have been attended by some of the leading figures in the British architecturd profession.

Joinery contractors

AHEC and American Softwoods haveidentified the specidist joinery industry as another target for promotiona campaigns
inthe UK Joinery contractors have an important influence over the species chosen for aproject, but many areill informed
and often provide mid eading information. American Softwoodsisaready running campaignstargeted specificaly at flooring
inddlers

Broadening range of species used

Although American hardwoods are well established in joinery goplications, the sector hastraditiondly focused onalimited
range of species. Thishasrestricted the opportunitiesto expand the use of American hardwoods, particularly asthe species
preferred — such as cherry, hard maple and white oak —are not necessarily the most commercidly available. Opportunities
for American hardwoods would increase considerably if there were wider acceptance of readily available species such as
red oak, soft maple and tulipwood, particularly as these species can be chegper than “traditiona” American hardwoods.
Thisissueis now being addressed through AHEC' s promotiond campaigns.

Hardwood structura testing

To date, references to American hardwoods have not been included in the rdevant British and European standards for
hardwoods used in structurd applications (EN338). However AHEC commissioned the UK’s Building Research
Establishment to carry out the necessary testing on red oak, white oak, ash and tulipwood. Testing was completed during
2001 and a report was submitted for incluson in the standard. However this process is taking time, mainly because of
concerns that the dengity of tulipwood is too low for inclusion in the structural sandards. In the meantime, AHEC has
prepared it's own summary of the BRE test results whichit has distributed widely to architects. AHEC report thet thisis
dready raisng awareness of the potentia to use American hardwoods in structural applications.

Expanding market ssgments

The strong devel opment of demand for wood in specific construction gpplications, driven by changing fashion, environmental
and hedlth concerns, and concerted wood industry marketing is creating new opportunities. The UK’s strong residentia
congtruction market offers opportunities for specific American products. For example, I-Joists are particularly favored in
this sector. Also, western hemlock is favored by many congtruction firms in the UK for exterior rear doors and demand
usudly picks up following an increase in house sarts.

Demand for wooden decking remained good during 2002. As a relatively new market segment, there remains an
opportunity to gain a strong market position by making U.S. softwood products well known to suppliers and builders in
the decking and landscaping market who have not yet established strong preferences for competing species or products.
There are a0 likely to be opportunities for the U.S. industry to take part in the development of industry standards on
decking to ensure that they do not disadvantage U.S. suppliers.
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The developing demand for wooden flooring, whether solid, engineered or laminated, aso continues to provide
opportunities for U.S. wood products. Naturd wood flooring is highly fashionable, while carpets are increasingly avoided
partly dueto concernsover their contribution to alergiesand respiratory disorders. TheU.S. holdsanumber of competitive
advantages in this end-use including consstent and reliable supply of high grade materid, kiln drying capacity, and superior
product characteristics such as hardness and appearance. The growth in the market for wood flooring is particularly
ggnificant because it is generating demand for lesser-used species from the United States, such as American birch and
hickory.

Continuing good activity inthearchitectura joinery sector should mean good demand for arange of American hardwoods,
notably walnut, white oak, hard maple and cherry. There may be long term opportunitiesto expand marketsfor American
hardwoods and softwoods as aresult of the recent reviva of interest in wood windows. Successin this market will depend
on conformance with relevant European durability standards.

Renewed investment in the road and rail network may increase demand for various wood products. For example, as
concerns over the environmental impact of roads has increased, the use of wooden sound barriers has become more
common.

Environmentd certification

Demand for forest certificates has been Sgnificant in the UK’ s home improvement sector. In this sector, the U.S. inability
to supply significant quantities of FSC certified wood isacongraint. However asthis market isfocused primarily on supply
of lower qudity wood products, this congtraint may not be of great sgnificanceto U.S. suppliers focusing on higher vaue
niche markets.

Probably more significant to U.S. suppliersare theincreased demandsfor certified products emanating from large builders
merchants, from congtruction companies, and from the public sector. At present two leading congtruction companies are
members of the WWF Buyers Group (John Laing and Tarmac). So too are Meyer Internationd, the UK’ s largest timber
importing company and asignificant player in the UK builders merchant sector, and Timbmet, the UK’ slargest hardwood
importing company. Meyer Internationd have set a target to ensure that 80 per cent of their wood purchases are FSC
certified within 5 years. Furthermore proposalsfor anew public sector procurement strategy arelikely to increase demand
for environmenta certification in the construction sector.

While rising demand for FSC certification in the UK may be a congraint for many U.S. suppliers, increasing interest in
environmenta certification aso offers new opportunities. U.S. exporters are well placed to benefit from their long history
of sound forest management, and from the presence of exiging initiatives including the AF& PA’s Sustainable Forestry
Initiative and the American Tree Farm System. On-going efforts to establish mutua recognition between these and other
certification schemes, such asthe PEFC, should increase acceptance of U.S. sustainability approachesin the UK market.

3.1.3 Policy

There are anumber of policy measures that constrain UK imports of U.S. products:

Import duties
Import duties for panel products from the U.S. to the UK, a 7 per cent for most items, remain an impediment despite a

duty free quota for softwood plywood of 650,000 m3 for the whole of the European Union. While the EU quota also
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applies to competing Brazilian plywood producers, the latter are able to switch to GSP quotas - giving a 30 per cent
reductionin tariff - when the EU quotaisexhausted. U.S. trade negotiators are aware of thisdiscrepancy. There are now
indications that Brazil may lose GSP gtatus during 2003.

Technica standards and CE Marking

The need to comply with UK and European Standardsis no longer asignificant congtraint for many U.S. wood products.
For example, dl U.S. softwood grades were accepted under BS EN standards during 1998. Lack of inclusion of U.S.
hardwoods in standards covering timber for structurd use is now being addressed. U.S. hardwoods are till not fully
covered under BSEN standardsfor durability, which limitstheir usefor externa applications, notably window frames. Also
several EU standards have been approved which exclude or restrict U.S. structura panes in their current format. For
example the minimum moisture content requirements for OSB under EN300 have been cost prohibitivefor U.S. suppliers.

Restrictions on treated wood imports

During 2002, the European Commission was congdering adraft Directive which would place savereredrictionson theuse
of arsenic compounds (CCA) and CCA treated wood. Under the proposals, CCA treated wood would be permitted only
for professond and industrid use. For example as structura timber in public and indudtrid buildings (no human contact),
in bridges, as noise barriers, in roadside fencing, for earth retaining structures, and as dectric power transmisson and
telecommunications poles. CCA trested wood would not be allowed in residential areas, whatever the purpose; in any
gpplicationwherethereisarisk of repeated skin contact; or in marinewaters. The restrictionswould apply to both domestic
and imported CCA treated wood and to waste wood in re-use. Although the U.S. industry is already implementing a
voluntary commitment to reduce the use of CCA treasted wood in residentia aress, if passed the new EC restrictionswould
impact on U.S. softwood lumber sales to the UK

Plant hedlth regulations

U.S. shippersarerequired to kiln dry softwood prior to shipment under UK Plant Hedlth legidation. Thisismandatory even
for those gpplications where kiln dried materiad is not required on technica grounds. Plant hedlth regulations aso apply to
oak logs and lumber imported into the United Kingdom to protect againgt oak wilt disease. Oak logs cannot be imported
in-bark and must be fumigated. Oak lumber must elther be kiln dried or fumigated. The Anima and Plant Hedlth Ingpection
Service (APHIS) isrespongblefor certifying U.S. oak asin compliance with these requirements. U.S. shippers aso report
that phytosanitary certificates are now required for many other hardwood species, regardless of the pest risk association
with that particular species. Plant Health regulations therefore add to U.S. costs vis-a-vis European competitors.

3.2 Furniture Sector
3.2.1 Overview

Structure and size of the sector

The UK furniture indudtry is alarge mature industry which makes a sgnificant contribution to the economy. However the
vaue of domestic production has been declining over recent years, from apeak of around US$7.58 millionin 1999 to US$
6.69 million during 2001 (Table 8). Declining production hasresulted from afal in overseas sdlesand abig risein theleve
of imports. These trends have been fueled by the strength of sterling on international exchange markets; by the rapid
development of furniture manufacturing facilitiesin lower cost locations, notably Eastern Europe and the Far East, and by
other structura changes in the sector.
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It is estimated that there are about 7700 registered enterprises engaged in UK furniture manufacture employing amost
120,000 people. Theindustry isdominated by small to medium sized enterprises (SMES) with only 4 per cent of companies
reporting turnovers of more than £5m (US$ 8m). Approximately 75 per cent of these manufacturers operate with lessthan
9 people and only 300 companies account for 45 per cent of employment in the industry.

The high number of SMEsinvolved in the sector has meant that competition is often intense. To counter thistendency many
operations have concentrated on high quality production. Companies making lower grade furniture with less regard for
design, qudity and service have come under particularly intense pressure from imports. Production of lower end furniture
is declining steeply in the UK. Many furniture operations a this end of the market are now little more than assembly plants
fitting together components produced in other parts of the world.

Theindudry istraditionally segmented into three primary sectors:

Domestic: sarving the public through retail outlets. This sector makes up around 55 to 60 per cent of tota UK
production. Upholstered furniture and kitchens are the largest segment, making up around 20 per cent and 15 per
cent respectively of tota UK production. The UK is still a big manufacturer of solid wood cabinet doors.

Office: this sector makes up around 10 to 15 per cent of total production. About half of this comprises desks,
tables and system furniture. The other haf is dominated by seeting, followed by sted storage.

Contract: comprisng furniture for public areas such as hotels and airports. The contract furniture sector accounts
for the remaining 35 to 25 per cent of production. The figures for both domestic and office furniture also include
aggnificant contract € ement.

Table 8: Thefurniture sector. Millions of US$

1996 1997 1998 1999 2000 2001 |Ranking**
Production 6411 7126 7370 7578 6875 6685 8
Exports 1095 1165 1237 1226 1154 1075 15
Imports 1891 2117 2571 2865 3140 3377 3
Consumption* 7207 8077 8704 9217 8862 8986

**Ranking of the UK among 50 countries, last available year
Sources: CSIL, Eurodtat

Furniture sector performance

Figures from CSIL, the Itdian furniture industry research organization indicate that UK furniture consumption fel sharply
between 1999 and 2000, but then rose again in 2001. UK production continued to decline during this period, with
consumption growth fed by arisein imports.

During 2002, trade reports indicate that overal levels of consumption have continued to rise. Consumer spending on
furniture has beenrisng strongly &t least since the fourth quarter of 2001. The resilience of the housing market and of new
house building, despite the economic dowdown, has led to good demand growth in the domestic furniture sector during
2002, particularly for kitchen furniture. However demand for office and shop furniture has been dower.
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A recent CSIL survey (October 2002), indicates that UK consumption of upper and medium end furniture - including
upholgtery, kitchen and home furniture - has been increasing over recent years. These grades of furniture - which are
particularly significant for suppliers of real wood veneer and lumber — are thought to account for around 16 per cent of the
total UK furniture consumption. Despite rising consumption, UK production of upper and medium end furniture decreased
by nearly 10 per cent between 2000 and 2001, indicating a big increase in the market share for imported products.

UK furniture consumption is expected to continue to rise during 2003 and 2004, but at adower rate asthe housing market
beginsto cool. CSIL forecast red growth in UK furniture consumption of 2 per cent in 2002 and 3 per cent in 2003. The
trend towards increasing levels of furniture import and declining UK production is expected to continue.

Sgnificance of UK furniture sector to U.S. exporters

The UK furniture market is Sgnificant to U.S. exporters for two reasons. Fird, the UK has a rdatively large domestic
furnituremanufacturing sector. The UK’ sdomestic forestsare unableto supply significant volumesof furniture quality wood.
The sector therefore absorbs large volumes of imported wood products—including lumber, but mainly pand products and
veneer. The UK has been an important market for U.S. hardwood veneer and is by far the largest EU market for U.S.
wood components. A range of U.S. hardwoods are used for the manufacture of furniturein the UK, notably ok, cherry,
maple, tulipwood and ash. Smdl volumes of higher qudity U.S. softwoods are dso used in the furniture sector. Secondly,
athough U.S. exports to the UK have been declining over the last 2 years, the country remains an important market for
American wood furniture.

3.2.2 Furniture Trade

The combined effect of the cooling globa economic climate, rising competition from other supply sources, and the rdlaive
strength of sterling has been to reduce UK furniture exports over recent years. Accordingto CSIL, thevaueof dl furniture
exports has been in decline since 1998 (Table 8). Eurogtat data indicates that wood furniture exports increased between
1999 and 2000, with particularly strong growth in sales to the United States, but then began to decline. The United States
isby far the largest export market for UK furniture accounting for around one third of total exports by vaue.

UK furniture imports have been risng rapidly, a trend driven by increased furniture production in low wage countries,
notably China, Poland, Malaysia, Indonesiaand Vietnam. Furthermore, as furniture demand in other parts of theworld has
weakened, overseas manufacturers have looked increasingly to the UK asan outlet for their products. Thisfactor explains
ggnificant increases in UK furniture imports from euro-zone countries, notably 1taly, Germany and Denmark. UK imports
of wooden furniture from the United States increased between 1999 and 2000, but have been fdling since then.

Dedlining exports and a sharp rise in imports have meant that the UK’ strade deficit in furniture has been increasing rapidly
gnce 1998. As globdization trends intengfy, it seems inevitable that this trend will continue. UK manufacturers will be
increasingly forced to focus on high vaue and high qudity niche markets.

Table 9: UK trade in wooden furniture (million euro)

1999 2000 2001 2001 2002|%
Y ear Y ear Y ear Jan-Jun Jan-Jun change

Exports
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U.SA. 203.9 235.9 224.7 113.3 108.5 -4.3
Irish Republic 138.9 133 156.9 72.3 82.7 14.4
France 55.4 45.2 54 33.3 27 -18.7
Germany 36.1 38 36.3 18 19.6 9
Netherlands 34.1 36.6 34.9 15.9 13.7 -13.4
Japan 20.2 23.6 21.7 10.9 8.9 -18
Bdgium 12.9 19.9 14.7 8.6 6 -29.9
Italy 11.5 12.7 12.7 6.4 5.8 -8.1
Spain 12 11.2 14.1 6.3 5.3 -16
Sweden 12.1 11 8.2 4.6 3.5 -23.2
Switzerland 10.5 11.4 10.1 6.1 3.4 -44.4
Norway 10.1 8.7 7.5 3.2 3 -6.7
Denmark 8.1 8.2 5.7 3.3 2.9 -13.2
Other 103.9 94.6 89.4 47 34.7 -26.1
TOTAL 669.7 690 690.9 349.1 325.2 -6.8
Imports

Italy 349.4 411.6 532.4 236.8 324.6 37.1
China 80 136.2 172.7 79.2 131.4 65.8
Germany 84.4 108.6 128.2 61 78.8 29.3
Poland 49.2 87.2 120.2 53.6 73.7 37.3
Denmark 88.4 115.2 125.1 63.5 72.1 13.6
Mdaysa 92.5 138.2 121 61.9 72 16.3
Indonesa 71.4 92.4 90.5 49.3 53.3 8
Bdgium 86.7 99.6 105.3 61.9 53.1 -14.3
Vietnam 31.9 48.3 48.6 29.9 44.6 49.1
France 47 62.2 72.4 33.1 36.9 11.5
Sweden 54.6 57.1 63.9 31 32.6 4.9
South Africa 50.7 56.3 58.9 31.5 32.3 2.5
Braail 34 47.5 51.8 25.6 26.2 2.3
Thalland 29.2 43.7 46.4 23.3 24.8 6.3
Irish Republic 36.7 33.9 38 17.5 22.3 27.6
U.SA. 50.9 58.3 51.5 275 214 -22.2
Other 311.9 389.2 435 216.8 256.9 18.5
TOTAL 1549 1985.5 2261.7 1103.6 1356.9 23
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TRADE -879.3 -1295.5 -1570.8 -754.5 -1031.7 36.7
BALANCE

3.2.3 Marketing

Through the development of efficient distribution networks, assisted by professional marketing, U.S. exporters have been
leading suppliers of quality lumber, wood components and veneers to the UK furniture sector. However the changing
gructure of the sector is now creeting significant congraints to the further development of American wood saes.

Changing structure of the furniture sector

The continuing loss of capacity as manufacturers shift to lower cost locations has undermined the overdl size of the market.
The emphasis on production efficiency and cogt-cutting, particularly in the medium to lower end of the market, hasdriven
ashift away from solid lumber in favor of pand products with athin covering of veneer. Theincreased availability of cheap
wood pand shasintensfied thistrend. While undermining saesof American lumber, thistrend tended to create opportunities
for the supply of hardwood veneers.

During the 1990s, the United States became the leading supplier of hardwood veneer to the UK furniture sector. However,
during 2002, thisposition waslost to Germany and France. In part thisreflects the weakness of the German furniture sector
during 2002 which has contributed to severe overstocking in the European veneer sector and increased diversion of veneers
tothe UK market at low prices. All veneersare also coming under increased pressurefrom artificia photographic foils. Not
only are these products cheaper than real wood, but they aso provide more consistent color and are adaptable to changes
in fashion.

As areault, the use of real wood products is increasingly restricted to the higher end market. In this market, the drive to
improve efficiency has led to abig reduction in purchases of rough sawn lumber in favor of dimenson and semi-finished
components. Furniture manufactures areincreasingly outsourcing components, rather than manufacturing themselves. There
are severa reasons including improved control over costs, insurance of quality, reduced capital investment, lower cost of
production outside the UK, and savings on trangportation (Since waste is removed prior to shipping).

U.S. exporters have exploited this trend, being better adapted than some of their competitors to produce and provide
reliable shipmentsof high quality components. U.S. shippers have dso had ageographica advantage over some producers
in responding to growing consumer demand for Jugt in Time ordering. Initidly seen as a response to volatile trading
conditions, JT trading is now well established as norma business practice in the UK.

However, over the last two years, there has been a sgnificant increase in the competitive pressure on American suppliers
of dimension to the UK market. The trend towards J T trading has had the effect of increasing dimension manufacturing
capacity incontinental Europe. Not only arethese European manufacturersexploiting domestic wood resources, which have
beenreadily avallableat relatively low prices, but they area so importing logsand lumber —including American hardwoods-
for the manufacture of components. Market share for Asian component manufacturersis aso tending to rise due both to
inward investment and low |abor cogts.

For dl these reasons, AHEC adjusted it's marketing strategy in the UK, placing less emphasis on the furniture sector —
which is seen as voldile—in favor of the construction and joinery sectors where there are better prospects for long term
growth.
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Third party competition
Inaddition to domestic and continental European component manufacturers, U.S. suppliersto the UK furniture sector face
sgnificant competition from other producers including:

Eastern European hardwoods — during 2002 there were clear Signs of growing interest in Eastern European
hardwoods, particularly oak, among UK manufacturers. Prices have been very competitivein relation to American
hardwoods and quality from some Eastern European suppliers is exceptiona. Eastern European suppliers are
gaining areputation for their willingness and ability to accurately conform with customer specifications. However,
shipping times for Eastern European hardwoods are still much more protracted than for American hardwoods.
Recent inward invesment into Eastern Europe by foreign firms will tend to increase competition.

Canada — Canadian suppliers of hardwood lumber to the UK facethe same problemsasU.S. supplierstothe UK
furniture sector and their market share has been falling accordingly. However Canadian hardwood shippers, who
often rely on U.S. hardwood supplies, are till an important presence in the UK market. They have traditiondly
been more focused on exports than their U.S. counterparts, and asaresult are often more responsive to overseas
customer needs. Canadian shippers are reputed to be willing to follow suppliers: specifications to the letter. They
will cut to European specifications when required, whereas U.S. shipperstend only to supply U.S. specifications.

Developing world — environmental concerns, coupled with supply congtraints, uncomptitive pricing for some
gpecies, and afashion away from darker colors undermined the competitive position of tropica hardwoods during
the 1990s. Tropica woods are therefore less of athrest in this sector than other temperate hardwood suppliers.
However efforts to expand plantation production in the tropics, where growth rates are high and labor costs low,
may create new market chalenges for U.S. hardwoods in the future. The impact of the developing world is aso
being felt through increased supply of semi-finished componentsand finished furniturein both temperate and tropica
woods from these countries to the UK market.

Market segments
Continuing good demand for furniture in the UK during 2003 may provide opportunities for U.S. exporters over the next
12 months. A number of particular areas of growth are anticipated:

. Reasonable leves of new resdentia construction and house saes, coupled with low interest rates and the gpparent
willingness of consumersto continue to borrow, should create good demand for domestic furniture during 2003.
improving infra-structure in the education and hedlth sectors is expected to be a mgor thrust of government
expenditure during 2003, and there may be new opportunities to supply lower cost furniture to these sectors.
forecasts of continuing good growth in the construction and refurbishment of new offices, both public and private
sector, suggest good sales of office furniture during 2003.

Product trends

Thefashionfor relatively lightly grained and lighter colored hardwoods continued in thefurniture sector during 2002. Species
whichhave beeninfavor includewhite oak, beech, hard maple, and cherry. Birch hasa so becomeincreasingly fashionable,
benefitting particularly from widespread exposure by largeretailers, notably IKEA. “Darker” light colored specieshavea so
been favored, a trend which has benefitted American walnut in the UK, but has adso created new opportunities for
competitors such as plantation tesk.

Price issues
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Despitetherecessonin American domestic demand, pricesfor many speciesof American hardwood haveremained at high
levels over the last two years. The remarkable stability of American hardwood prices reflects a very rapid decline in
production. Meanwhile prices for European hardwoods have been weak during this period due to dow continental
European demand and widespread overstocking sincethe storms of December 1999. American hardwoods are perceived
inthe UK as relatively high cogt. At the medium and low end of the UK furniture market, this has clearly been a factor
discouraging the use of American hardwood.

The influence of price is more debatable in the high end sector. In this sector, the manufacturer choice of species of solid
lumber is usudly based less on price and more on technical and aesthetic concerns. Price usudly becomes an issue only
after theinitia choice of gpecies has been made, when there may be intense competition between suppliers of the same
species. Solid lumber supplied to the high-end furniture sector is generdly not perceived as acommodity and issold asa
high value product. This perception is becoming more pronounced as raw material costs are generdly becoming less
sgnificant inthe overd| cost structure of the furniture sector relativeto the costs of |abor, capital and marketing. Thisfactor
has been beneficia for American hardwoods which, while percaived to be rdaively expensive, offer advantagesin terms
of variety and attractiveness of gppearance, rdliable grading and consstency of product, and long-term reliability of supply.

The downside of the* speciesfirgt, price second” purchasing policy of furniture manufacturersisthat, once theindustry has
become tied into producing and marketing a range of products based on the ook and fed of a particular species, it may
be difficult tointroduce more commonly available, even chegper, subgtitutes. Subdtitution trendsinthefurnitureindustry tend
to be limited and dow to take effect. Hence the process of trying to substitute lesser-used American species, or new
“character grades’, in place of high qudity traditiona species, is necessarily along-term process.

End user awareness

Lack of end user awareness of the quality, range and potential gpplication of U.S. wood products in the furniture sector
remains acongraint. For example, despite strong UK demand for pine furniture, notably from Scandinavia, there continues
to be resstance to furniture manufactured from U.S. softwood species. In the hardwood sector, the marketing efforts of
AHEC and others have generated greeter interest in the full range of U.S. species. There have been some notable
successes, for example the use of tulipwood has become more widespread. However, for the reasons identified above,
many manufacturers continue to focus very heavily on species with which they are familiar. Generating demand for new
gpecies and grades will require along term commitment to raising end-user awareness.

Mill cutting tolerances

Asqudlity and efficiency have becomeincreasingly significant tothe UK furnitureindustry, the ability of suppliersto produce
wood to precise size specifications has become more important. Some U.S. mills are responding effectively to thistrend,
through inward investment in new high tech equipment. However, many smdler U.S. hardwood mills are unable to cut to
the sze tolerances required and will be losing market share as aresult. Unlike U.S. producers, many European mills have
traditiondly had a“ custom” gpproach, producing wood to very specific sizes for their buyers, and have readily adapted
to the new demands. Many competing French mills, for example, are dready able to cut to very low tolerances. Many
Maaysian mills have aso specidized in the supply of lumber in custom sizes to the European market.

Environmentd certification

With afew notable exceptions, demand for environmenta certification in the UK furniture sector has been subdued so far
and dill tendsto focus more heavily on tropica than on temperate hardwoods. The exceptionsinclude garden furniture, an
increasing volume of whichissupplied through thelargest homeimprovement chains, and lower value massmarket products
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sold through large retail chains such as IKEA. However the increasing significance of these large chains in the supply of
furniture in the UK suggests that demand may increasein the future. Comments relating to opportunities and congiraints of
environmenta certification in the construction sector therefore aso apply to the furniture sector.

3.2.4 Policy

At present, there is no intervention by UK regiond or nationa authoritiesin the supply of imported wood for the furniture
sector, other than the plant hedlth regulations impacting on softwood and some hardwood species (e.g. 0ak). However,
the recent interest of the UK and European governmentsinillegd logging may significantly increase environmenta scrutiny
of wood furniture imports. Some of the measures currently being consdered would involve chain of custody verification
for wood furniture and components supplied to the EU If implemented, such measures could have amgor impact on UK
imports of wood furniture,

The EU imposes tariffs on veneers of between 3 per cent and 4 per cent. In the current highly competitive trading
environment for veneers, these tariffs may have played a sgnificant role to encourage UK buyers to switch awvay from
hardwood veneers manufactured in the U.S. to German and French manufactured veneer.

3.3 Materials handling industry
3.3.1 Overview, marketing and trade

Pallets

Most wood used in the pallet sector in the UK is low-grade softwood, of which a significant proportion derives from the
UK and Europe, notably the Bdtic States. Low-grade plywood is only occasiondly used for palets. Other materials have
negligible market share. Recycling iswell established in the sector and a high percentage are recovered and reused. The
introduction of far-reaching packaging waste regulations in 1997 have increased pressure to re-use and recycle palets.
Opportunities for U.S. wood producers in the sector are extremely restricted due to trangport costs and limited price
competitiveness.

Other packaging

In other packaging sectors, including crate manufacture, small quantities of U.S. plywood have been used in the past.
However increased domestic and European production of substituteslike OSB, now severely restrict opportunitiesfor U.S.
products in the sector.

Demand

Market conditionsfor palletsand packaging materias continued to be difficult during 2002. Widespread gloomin the pallet
sector has resulted from a combination of low prices, higher costs (notably for transport) and a lack of available orders.
The long term dedline in the UK’ s indudtrid base is so dampening overdl demand. Overcapacity in UK and European
pallet manufacturing sector has led to intense competition, with price pressure being exerted a both the raw materid and
manufactured product. Prospectsin 2003 are also poor.

3.3.2 Policy

From October 2001, the Commission of the European Communities adopted emergency measuresrequiring trestment and
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marking of al new and used coniferous(e.g. pine, spruce, fir) non-manufactured wood packing materid (e.g. palets, boxes,
crates) originating in the United States, Canada, China, or Japan to prevent the introduction of pinewood nematode. The
U.S,, through the USDA’s Animal and Plant Hedlth Inspection Service (APHIS), has set up a program to meet the
measures adopted by the EU which requires heat trestment or kiln dried mitigation to eiminate the pest on non-
manufactured wood packing materid.

The EU measures currently apply only to softwood but will be extended to hardwoods. A new internationd phytosanitary
standard - designated |SPM 15 — for wooden packing materias which requires dl timber to be hest trested to diminate
pestsis due to be adopted by the EU from January 2004.

In addition to these measures pecificaly rdating to packing materia, comments under congtruction and furniture relaing
to phytosanitary requirementsfor U.S. softwood lumber, and import duties on US plywood equdly apply to the materids
handling sector. Thereisvery little interest in environmenta certification in the sector.
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Statistical Tables

PSD Tables

PSD Table

Country |United Kingdom

Commodity [Hardwood Plywood 1000 CUBIC METERS

Revised 2001| Prdiminary 2002| Forecast 2003
Old New Old New Old New

Market Y ear Begin 01/2001 01/2002 01/2003

Production 0 0 0 0 0 0

Imports 700 811 675 600 0 600

TOTAL SUPPLY 700 811 675 600 0 600

Exports 6 6 6 6 0 6

Domestic Consumption 694 805 669 594 0 594

TOTAL DISTRIBUTION 700 811 675 600 0 600

PSD Table

Country |United Kingdom

Commodity Temperate Hardwood Lumber 1000 CUBIC METERS

Revised 2001 | Priminary 2002| Forecast 2003
Old New Old New Old New

Market Year Begin 01/2001 01/2002 01/2003

Production 107 94 107 85 0 85

Imports 245 270 245 270 0 280

TOTAL SUPPLY 352 364 352 355 0 365

Exports 8 12 8 10 0 10

Domestic Consumption 344 352 344 345 0 355

TOTAL DISTRIBUTION 352 364 352 355 0 365
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PSD Table
Country {United Kingdom
Commodity [Hardwood Veneer 1000 CUBIC METERS
Revised 2001 | Preiminary 2002|] Forecast 2003
Old New Old New Old New
Market Year Begin 01/2001 01/2002 01/2003
Production 3 3 3 3 0 3
Imports 45 43 47 35 0 35
TOTAL SUPPLY 48 46 50 38 0 38
Exports 11 11 11 11 0 11
Domestic Consumption 37 35 39 27 0 27
TOTAL DISTRIBUTION 48 46 50 38 0 38
PSD Table
Country [United Kingdom
Commodity Softwood Plywood 1000 CUBIC METERS
Revised 2001 | Prliminary 2002| Forecast 2003
Old New Old New Old New
Market Y ear Begin 01/2001 01/2002 01/2003
Production 0 5 0 5 0 5
Imports 612 618 600 575 0 600
TOTAL SUPPLY 612 623 600 580 0 605
Exports 15 15 15 15 0 15
Domestic Consumption 597 608 585 565 0 590
TOTAL DISTRIBUTION 612 623 600 580 0 605
PSD Table
Country {United Kingdom
Commodity Softwood Lumber 1000 CUBIC METERS
Revised 2001 | Preiminary 2002|] Forecast 2003
Old New Old New Old New
Market Y ear Begin 01/2001 01/2002 01/2003
Production 2160 2446 2200 2500 0 2550
Imports 7402 7460 7471 7580 0 7610
TOTAL SUPPLY 9562 9906 9671 10080 0 10160
Exports 130 185 130 203 0 210
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Domestic Consumption 9432 9721 9541 9877 9950
TOTAL DISTRIBUTION 9562 9906 9671 10080 10160
TradeMatrices
Export Trade
Matrix
Country {United
Kingdom
Commodity Hardwood
Plywood
Time period CY |Units 000 cubic
meters
Exportsfor: 2001 2002
U.S. OJu.S. 0
Others Others
European Union 6]European Union 6
Totdl for Others 6 6
Others not Listed 0 0
Grand Total 6 6
Import Trade
Matrix
Country {United
Kingdom
Commodity Hardwood
Plywood
Time period CY |Units 000 cubic
meters
Importsfor: 2001 2002
UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #UK2030

Page 45 of 51

u.S. glu.s. 2
Others Others
Indonesa 253|Indonesa 160
Brazl 201|Brezl 160
Mdaysia 86|Mdaysa 55
Finland 47|Russa 35
Germany 47|Anland 35
Russa 45|Germany 30
Lavia 14|Lavia 20
Lithuania 14|China 15
China 12|Lithuenia 11
Guyama 8lBegum 11
Totd for Others 727 532
Others not Listed 76 66
Grand Tota 811 600
Export Trade
Matrix
Country |United
Kingdom
Commodity Temperate 000 cubic
Hardwood meters
Lumber
Time period CY |Units
Exportsfor: 2001 2002
U.S. OJu.S. 0
Others Others
EU 8|EU 7
UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #UK2030

Page 46 of 51

Totd for Others 8 7
Others not Listed 4 3
Grand Totd 12 10
Import Trade
Matrix
Country {United

Kingdom
Commodity Temperate

Hardwood

Lumber
Time period CY |Units 000 cubic

meters

Importsfor: 2001 2002
U.S. 113|U.S. 100
Others Others
Germany 47|1Germany 52
Canada 25|France 32
France 24|Canada 20
Sweden 13|Sweden 12
Denmark 8|Denmark 8
Russa 7|Romania 6
Romania 5|itay 6
Ity 3|Ukraine 3
Ukraine 2|Russia 3
Tota for Others 134 142
Others not Listed 23 28
Grand Total 270 270
Export Trade
Matrix
Country {United

Kingdom
Commodity Hardwood

\Veneer
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Time period CY [Units 000 cubic
meters

Exportsfor: 2001 2002
u.S. 1ju.S 1
Others Others

EU 8|EU 8
Totd for Others 8 8
Others not Listed 2 2
Grand Total 11 11
Import Trade

Matrix

Country {United

Kingdom
Commodity Hardwood
\V eneer
Time period CY |Units 000 cubic
meters

Importsfor: 2001 2002
U.S. 7|U.S. 3
Others Others

Germany 6|Germany 6
South Africa 4|France 4
Ghana 3|South Africa 2
France 2|Bdgium 2
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Tota for Others 15 14
Others not Listed 21 18
Grand Total 43 35
Export Trade

Matrix

Country {United

Kingdom
Commodity Softwood
Plywood
Time period CY [Units 000 cubic
meters

Exportsfor: 2001 2002
u.S 0Ju.S. 0
Others Others

EU 15|EU 15
Tota for Others 15 15
Othersnot Listed 0 0
Grand Total 15 15
Import Trade

Matrix
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Country [United

Kingdom
Commodity Softwood

Plywood
Time period CY |Units. 000 cubic

meters

Importsfor: 2001 2002
U.S. 25|U.S. 4
Others Others
Brazil 320|Brazil 320
Finland 56|Finland 65
Canada 38|Chile 35
Chile 22|Canada 30
Lavia 17|France 16
France 17|Russa 15
Sweden 12| avia 14
Thailand 12|Sweden 8
Russa 11fThaland 3
Totd for Others 505 506
Others not Listed 38 65
Grand Totd 618 575
Export Trade
Matrix
Country {United

Kingdom
Commodity Softwood

Lumber
Time period CY |Units 000 cubic

meters

Exportsfor: 2001 2002
U.S. oJu.S. 0
Others Others
Irish Republic 90|Irish Republic 100
Other EU 40|Other EU 60
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Totd for Others 130 160
Others not Listed 55 43
Grand Total 185 203
Import Trade
Matrix
Country {United

Kingdom
Commodity Softwood

Lumber
Time period CY |Units. 000 cubic

meters

Importsfor: 2001 2002
u.S. 51|U.S. 35
Others Others
Sweden 2590]Sweden 2610
Lavia 1600]Lavia 1660
Finland 1450|Finland 1480
Rusia 540[Russia 580
Estonia 306|Estonia 330
Irish Republic 258|Irish Republic 300
Canada 161|Canada 130
Norway 108|Norway 100
Lithuania 82|Lithuania 90
Totd for Others 7095 7280
Others not Listed 314 265
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Grand Totd

7460

7580

UNCLASSFIED

Foreign Agricultural ServicelUSDA



